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To Qur Shareholders

"Although we are confronted by many chelienges, we
cheose ot to be defined by them. Rather, we will define
curselves by the solutions we provide for our customers.”

John C. Hunter Ili
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 Olutia faced a challenging marketplace in 2002, charac-

b terized by volatile raw material prices and global eco-
nomic uncertainty. Despite these obstacles, we remained
focused on cash generation, and successfully increased our
cash from operations over the prior year by $125 million.
Nonetheless, our 2002 financial results are by any measure
less than we expect from our businesses — which have top-
guality products and services, respected brand names, and
competitive cost pgsitions.

It became clear in 2002 that improved operational perform-
ance is not enough. Non-operational issues have a tremendous
impact on the market’s perception of Solutia, and we must con-
tinue to improve our operating results while addressing the many
external factors that affect our company.

Operating with integrity

) ntegrity and focus — these two words summarize how we
operate each and every day. In 2002, these words took on even

greater significance throughout industry. During a year in
which the ethics of‘some major companies were called into ques-
tion, we continued to operate with integrity in everything we do.

Since our inception, Solutia has maintained a robust corpo-
rate governance program. As a result, we already met most of the
governance standards included in the Sarbanes-Oxley Act and
the proposed New York Stock Exchange rules when they were
introduced in 2002. Solutia also maintains strong environmental,
safety and health programs, which help ensure we are meeting
our commitments to our employees, our communities, and the
environment. These commitments are discussed further in the
following pages of this report.

In 2002, we built trust among investors and emgloyees by
focusing on Solutia’s financial base. Despite uncertain financial
markets, we helped secure our capital structure by successfully
refinancing Solutia’s line of credit and by issuing $223 million in
senior secured notes. We also announced the sale of our resins,
additives and adhesives businesses in December 2002. The cash
from this sale, which closed in January 2003, strengthened our
balance sheet by allowing us to pay down a substantial amount

Il»

of debt. By lowering our debt, we are raising our ability to deal

with future uncertainties.

Last year, we successfully delivered on our $100 million cost-
reduction initiative. In 2003, we already have taken additional
cost-cutting actions to align our infrastructure with the size of our
company, which is smaller due to the divestiture of our resins,
additives and adhesives businesses. Through these initiatives and
others, we continue to reduce our cost of doing business while
generating cash for select opportunities that have the greatest
potential to deliver maximum returns in the near term. These
measures have created significant operating leverage for the
company, which puts us in a stronger position to take advantage
of the opportunities that will arise when the economy recovers.

During the past year, we faced challenges in the courtroom
and in the media by plaintiffs making a variety of health and
property damage claims related to the legacy of polychlorinated
biphenyls (PCBs) in the community around our plantin Anniston,
Alabama. This is an emotionally charged subject, but let me
assure you of two key facts:

» Solutia is committed to cleaning up PCBs in the Anniston
community. We have reached agreement with the U.S.
Environmental Protection Agency (EPA) and U.S. Department
of Justice on a consent decree, which will accelerate resi-
dential cleanup and lead to a safe and permanent solution for
the Anniston community. We believe that Solutia’s anticipated
cleanup costs in Anniston are manageable.

» Solutia is committed to representing its interests in court,
because we and our former parent company, Monsanto, have
acted responsibly in this matter. We firmly believe that the claims
of plaintiffs lack a sound basis in science or fact.

Additional information about Sclutia’s involvement in the
Anniston community is available at www.solutia.com/annisten.
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“Solutia,” the Solutia logo, and “Solutions for a better life” are trademarks of Solutia Inc. Other trademarks of Solutia Inc. are designated throughout in italics, ©2003 Solutia Inc.




The Protecting People First Foundation
recognized Solutia in 2002 for the role its
Performance Films products played
in saving lives during the terrorist
attack on the Pentagon.
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Focused on Solutions

he year 2002 arrived with an uncertain economy, which was
exacerbated by global political instability and media reports
of questionable practices at some corporations. Our own
industry faced much higher costs for certain key raw materials, par-
ticularly those associated with volatile petrachemical markets. Due
to continued uncertainty, our industry has not yet recovered.

Although we are confronted by many challenges, we choose
not to be defined by them. Rather, we will define ourselves by the
solutions we provide for our customers.

In 2002, we came through for our customers by achieving a
96 percent on-time-delivery rate. This is just one example of the
efficiencies we have realized by successfully implementing an
integrated Enterprise Resource Planning {ERP) system, as well as
Manufacturing Resource Planning {MRP Il) to support it across
several businesses.

Our information technology organiza-

tion was a major driver of our successful
ERP implementation. In 2002, Solutia was
named to the C10-100, an elite list of com-
panies that use integrated processes
and technologies to excel in business.

In 2002, we focused on finding cre-

ative ways to deliver on our portfalio
Solutia was named

a 2002 member of the
C10-100, which recog-
nizes excellence in
information technology.

strategy:
Reinforce and capitalize on leadership
position in Performance Films.
Realize unigue potential of Specialties.
Maximize value of Integrated Nylon.
We continued to increase the presence of our Performance Films
product lines in the global automotive and architectural markets. In
November 2002, Solutia Performance Films was recognized by the
Protecting People First Foundation for helping to save lives in the ter-
rorist attack on the Pentagon. Safety windows made with Solutia
Performance Films products protected people from flying glass and
shielded them from the intense heat, smoke and fire as they escaped.

QOur products are now a major part of the extensive security upgrade
of windows throughout the Pentagon and other government buildings
worldwide.

We extended the market-leading positions of many of our
Specialties product lines in 2002. In Plastic Products, for example, we
built on our strong positions in niche markets, as evidenced by
increased sales of Clear Pass rain flaps to leading European truck
manufacturers. In Pharmaceutical Services, we expanded our capa-
bilities by acquiring Axio Research, a provider of clinical trial services.

Qur Integrated Nylon platform increased sales of its newest
branded carpet products, such as Wear-Dated DuraSoft carpet fiber,
while generating substantial cash and managing costs. We also
reintegrated our Vydyne engineered thermoplastics product line
into Solutia with great success. Qur nylon intermediates delivered
improved results despite difficult economic conditions.

Solutia’s employees commit themselves each day to operating
safely and responsibly, and to creating Solutions for a better life.
These solutions —from safety and security to wellness and durability
— improve the lives of people around the globe. The employees of
Solutia continue to execute our portfolio strategy faithfully, and the
resufts of their hard work are beginning to show in the success sto-
ries included in this report.

Solutia remains a strong company. Our dedicated employees
are taking the actions necessary to get through these difficult times,
so we will be positioned to seize the opportunities that lie ahead.
We have leading brands, outstanding technical resources, compet-
itive cost positions, and exciting growth opportunities. We will con-
tinue to operate with the utmast integrity in all we do, and we will
continue to focus on delivering value through the solutions we pro-

vide for our customers.

s

John C. Hunter I
Chairman, President and Chief Executive Officer
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Mesting Our Commitments

At Solutia, we continue to set high standards for our-
selves. We go beyond compliance with government
regulations, as we meet our commitments to our
investors, fo the environment, and to our communities.
These commitments help provide our employees with
a fulfilling place to work. Qur pecple krow their indi-
vidual actions have a big impact in keeping Solutia a

respensible and safe company.
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Qur Investors

£ Ithough sound corporate governance came to the fore-

B front of business news in 2002, it has been a priority at

® Solutia since our founding. Solutia operates with trans-

parency. We communicate regularly with investors to ensure
that they understand our business strategy, our business
performance, and other factors that could materially affect
the company. We foster an open environment, based on trust,
candor and accountability among employees, senior managers,
and board members.

in 2002, Solutia implemented programs to ensure we comply
with the Sarbanes-Oxley Act. Our already vigorous corporate
governance practices enabled Solutia’s CEQ and CFO to person-
ally certify the company’s 2001 and 2002 financials to the U.S.
Securities and Exchange Commission (SEC) in a timely manner.

Solutia’s board is made up of independent directors, with the
exceptions of CEQ John Hunter and CFO Robert Clausen. All of
Solutia’s non-employee directors are paid our standard fees as
described in the proxy statement, and none have business rela-
tionships with or obtain other compensation from Solutia. Since
mid-1998, the board has routinely held executive sessions with-
out Solutia managers present. The board’s audit and finance
committee, which includes one active CFO and one retired CFO,
has the financial background to provide appropriate oversight.

Solutia also has extensive internal control processes. Our
state-of-the-art information management system provides con-
trols throughout the organization that minimize the potential for
human error and facilitates timely consolidation of financial
results. Qur internal audit team maintains regular communication
with senior management and the board's audit and finance com-
mittee. We conduct monthly financial analyses of each business,
during which we review and address any unusual items.

Qur comprehensive financial reporting, independent board
of directors, and rigorous internal controls help ensure the
financial integrity of Solutia. In the future, we will continue to
enhance this already robust framewark.

The Environment

%y Olutia’s Environmental, Safety and Health (ESH) Commit-
By ments help define the way we conduct our operations

“at? overy day:

Commitment 1: We will ensure that our operations and distribu-
tion systems are safe for our employees, site contractors and
guests, communities and the environment.

Commitment 2: We will make products that are safe when
used responsibly.

Commitment 3: We will keep our operations open to our com-
munities, and foster open communications with all of our
stakeholders.

Commitment 4: We will continuously improve our raw material
and energy utilization efficiencies to reduce our impact on the
environment and improve the sustainability of our businesses.

Commitment 5: We will encourage active participation in and
positive contributions to safety, health, and environmental stew-
ardship by our employees.

Commitment 6: We will search worldwide for new technolo-
gies that bring environmental, safety and health value to all of
our stakeholders.

With these commitments as our guide, Solutia is committed
to continuously improving its ESH performance.

Solutia is a corporate champion of the U.S. Occupational
Safety and Health Administration {(0SHA} Voluntary Protection
Program (VPP), which recognizes exemplary voluntary safety
and health programs — ones that exceed government stan-
dards. Currently, 10 U.S. Solutia manufacturing sites have been
recognized as VPP sites or the state equivalents. In addition,
several Solutia employees have been trained and qualified as
OSHA special government employees {SGEs), which enables
them to assist OSHA officials with VPP inspections at ather
companies’ sites. This cooperation among the host site, OSHA,
and the Solutia SGEs leads to a sharing of safety and health w
practices that benefits everyone. /i

Recognizing that knowledge and transparency are ﬂ/

key elements of safety, Solutia was among the first ’ !
companies to commit to the voluntary EPA High-
Production Volume (HPV) Chemica! Challenge, a

[Nk
=

federal chemical testing program. Founded through ~ #

Iy
.

an agreement among the industry, the EPA, and
Environmental Defense, this is the largest voluntary
chemical health and safety program ever. Solutia’s
participation demanstrates our willingness to help
ensure that the HPV chemicals we manufacture
in quantities greater than one million pounds per
year are safe when used as intended. Much of
this information has aiready been submitted to U.S.

Y

regulatory autherities. It is now being consolidated
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Solutia's commitments to responsible
stewardship extend from Wall Street to
our own communities, vthere we are
actively involved in providing educa-
tional opportunities for children and
restoring wildfife habitats.

and periodically posted to the HPV Challenge website:
www.hpvchallenge.com. It should be complete by 2004.

Solutia's Partners for Renewal program is dedicated to
keeping used carpet out of landfills and to making carpet prod-
ucts with recycled content. The program has led Selutia to col-
faborate with several entrepreneurial firms. Los Angeles Fiber
Company, the largest recycler of post-consumer carpet in
North America, takes used carpet and recycles it into syn-
thetic carpet cushion and other thermoplastic products.
Partners for Renewal also led to the introduction of Sclutia
carpet fibers made from 50 percent to 100 percent recycled
material. When our customers use these fibers to produce a
final carpet product that contains at least 25 percent recycled
material, they can market that product under Solutia’s Uftron
Renew brand.

More information on how Solutia is meeting its ESH
Commitments every day is available at www.solutia.com/safety.
In addition, Solutia will report its 2002 environmental perform-
ance on its website after the data are compiled in mid-2003.

Qur Communities

5 t Solutia, we recognize that we must earn our right to
operate every day. That is why we are committed to
maintaining safe and responsible facilities and provid-

ing a workplace that makes Solutia a valued employer. As a
good corporate citizen, Solutia gives back to the community
through monetary donations and through the extensive volun-
teer efforts of our employees.

QOur philanthropic arm, Solutia Fund, again
made donations to more than 150 worthy organ-
izations in 2002. These donations demonstrate
our commitment to our communities by support-
ing programs that foster science and education,
environmental stewardship, and community
health and development.

Solutia continued its long-time support of
Habitat for Humanity in 2002 by announcing it
will sponsor the construction of several homes
in Anniston, Alabama, during Jimmy Carter Work
Project 2003. This project will draw thousands of
volunteers from around the world to build 35 homes for low-
income families in just one week.

Solutia supports wildlife habitats in several of the commu-
nities where we operate. In 2002, our Queeny plant in down-
town St. Louis worked with several community groups to
begin transforming a five-acre plot of land provided by Solutia
into the largest restored native prairie in Missouri. The com-
pleted habitat will offer residents and schoolchildren an out-
door classroom pavilion, nature trails and a bike trail.

More information about Solutia’s community outreach
programs is available at www.solutia.com/outreach.

LIFE

FOR A BETTER

SOLUTIONS

~




Glass is il around us — in our homes, our cars, and our

places of business. While most people focus on locking Solutiz’s Performance
Films products were
through the glass, Solutia Performance Films focuses chosen for the numerous

aesthetic and protective

on delivering solutions through the glass. We provide ,
features they bring to

consumers werldwide with solutions such as privacy, the Martinsburg, Va.,
. . . . . Federal Building, the
decoration, comfort, energy efficiency, noise reduction, !
gy ¥ Chrysler PT Cruiser
solar protection, intrusion resistance and enhanced pro- and the Milwaukee
Museum of Art.

tection from flying glass.
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Solutia develops innovative protective interlayers and window films, pri-

marily for the automotive and architectural markets. We are the world
leader in the production and sales of protective interlayers for laminated
glass, as well as the global market leader in aftermarket window films.

Our Performance Films strategy is to reinforce and capitalize on our
leadership position by introducing new products and market routes
while maintaining our core of market-leading brands.

2002 Focus

@ n Laminated Glazing Interlayers {LGI), we focused on
¥ shifting our product mix to strengthen profit mar-

® gins. One critical element of this shift is the
relationships we are developing with leaders in
the automotive and architectural markets. In
2002, we spearheaded the launch of Solutia
Automotive, which demonstrates our commitment &~ J USRI | ) <. -
to meeting end-consumer needs by approaching
the automotive market with a focused product and
service offering. The Solutia Architectural Glazing Solutions Center
continues to build relationships with designers and architects by
helping them match Solutia products with projects that best meet their
clients’ needs.

In Window Films, we concentrated on the penetration of our Liumar
window film brand across the world markets, and on investment in
machinery that maintains our leadership in innovative high-performance
films. These cutting-edge films are used in windows as well as in many
high-tech markets served by our Precision Coated Films product lines.

(¥ a)




NCTTIANEn

®

Muartinsburg.la
1779

Design: Propp + Guerin; Photography: Sharon Risedorph

Also in 2002, we boosted operational efficiencies and further
improved our strong cost position. Key components of this strategy
included a supply chain rationalization program as well as the imple-
mentation of Manufacturing Resource Planning (MRP I} processes in
LGI. This MRP Il program is expected to earn Class A certification from
the Ofiver Wight consulting firm in the first half of 2003.

2002 Achievements

& n the automotive market, we doubled the number of models that incar-
porate Enhanced Protective Glass {EPG) made with our Vanceva
@ and/or Saflex products in 2002, from 12 to 24. These vehicles included

new models by General Mators, DaimlerChrysler, and Lexus. In addition,
we successfully launched Vanceva Color and Vanceva Quiet in the auto-
motive market, to complement our 2001 introduction of Vanceva Secure.

In the architectural market, our Vanceva and Saflex interlayers
found applications in many of the highest-profile projects of 2002 — from

the World Cup
Stadium in Seoul to
the cauldron at the win-
ter games in Salt Lake City, to the
Pentagon restoration in Washington,
D.C. In addition, we gained numerous tradition-
al commercial projects, such as hotels and office build-
ings. Our sales of KeepSafe windows for hurricane-prone

regions grew at a level that exceeded expectations.

In Window Films, we improved our global leadership position
through brand expansion in several markets during 2002. In China, the
world's largest potential automobile market, we opened more than 100
Liumar Auto Tinting stores. We plan to have a total of 1,000 stores there
by 2010. In the United States, sales of our Gila do-it-yourself window
films grew by 10 percent, fueled by new products and thoughtful in-
store positioning at leading home improvement and auto accessory
retailers. In addition, we are exploring innovative new routes to market
by working with energy service companies {ESCOs) and with govern-
ment agencies whose facilities require special protection.

We positioned our Precision Coated Films product lines for future
growth by developing cutting-edge products for a variety of end uses,
such as electronic displays. These products were featured in some of
the new high-tech voting machines used in the 2002 U.S. election.
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We are committed to realizing the unigue potentia! of our Specialties
product lines and service offerings. These include Pharmaceutical
Services as well as Specialty Fluids, Technical Preducts, and

Plastic Products.
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in December 2002, we announced the sale of our resins, additives and adhesives
businesses to UCB S.A. of Brussels, Belgium. This transaction, which closed in
January 2003, strengthens our financial position and provides us with greater flexi-
bility to deal with future business risk and uncertainty.

Pharmaceutical Services
& olutia Pharmaceutical Services provides its clients with world-

class quality and scientific expertise to help them bring new drug
R# treatments to market faster. We offer a suite of services to large
pharmaceutical companies as well as to start-up and medium-size
biotechnology firms. .

Based on the strength of CarboGen and AMCIS, Solutia has become a
world leader in the development chemistry marketplace. Axio Research,
acquired in June 2002, offers world-class data management and clinical
trial services, such as those provided for a groundbreaking drug treat-
ment approach as part of a recent Cystic Fibrosis Foundation study.
Solutia Pharmaceutical Advisors provides expert advisory services to
emerging and established life science companies.

Pharmaceutical Services continued its strategic investment program
in 2002. Key projects included the design of a world-class containment
facility for high-potency active pharmaceutical ingredients (APls), the
addition of reactor capacity for APY production, and the development of
a highly integrated laboratory information management system (LIMS),
which links several sites.

Specialty Fluids, Technical Preducts, and Plastic Products
":; ur Therminol family of heat transfer fluids maintained its leading

industry position in 2002, and is introducing innovative line extensions includ-

i

e b

ing Therminol VLT, which opens a new market by operating effectively at a sub-
stantially lower temperature than any competitive product. In addition, our market-
leading Skydro/ family of aviation hydraulic fluids won Class A certification for its
Manufacturing Resource Planning (MRP 1I) system in 2002.

Dequest, a world leader in phosphonates technology for water-treatment applica-
tions, continued to grow by focusing intently on regional market needs. Plastic
Products, which includes items such as doormats and poultry nest pads, increased its
Nerth American sales by 50 percent between 2000 and 2003.

Solutia offers high-performance
products and world-class serv-
ices to major industries such as
aviation and pharmaceuticals, as
well as to individual consumers.
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Masimize Velue of Integrated Mylen

As one of the world's few fully integrated producers of nylon 6,5, Solutia
maintains a leading cost pesition and strong cash-generating capabil-

ity across this business platform. Qur widely respected brands include

) Wear-Dated carpet fiber and upholstery fabrics for con-
sumer markets, Ultron carpet fiber for commercial markets, Vydyne
nylon molding resins for automotive and consumer goods manufactur-
ing, and Ascend nylon polymers for industriai and textile fiber uses.
These products provide consumers and businesses with valued solu-

tions ranging from style and durability to comfort and versatility.

Integrated Nylon Product Lines

espite economic uncertainties and rising costs for key petrochemical-based

aw materials, our Integrated Nylon platform significantly increased sales of its
Y newest branded carpet products and improved operational efficiency in 2002.

We successfully expanded our market share with leading carpet retailers,
including the two largest North American home improvement chains. Customers of
these stores value our Wear-Dated brand, which offers a complete line of carpets
designed with the durability, styles and colors most requested by consumers. Solutia
helped build branded carpet and upholstery sales with an extensive Wear-Dated
marketing program, which educated consumers about the advantages of our nylon
and acrylic fibers over lower-quality products.

In the commercial carpet area, we expanded our highly respected Uftronbrand by
introducing Uftron Renew, which is the trade name for carpet that contains at least
25 percent recycled carpet fiber from Solutia. Ultron Renew is a result of our Partners
for Renewal program, a movement to keep post-industrial waste and post-consumer
carpet out of landfills by recycling it into carpet and other products.

In 2002, Solutia reassumed the marketing responsibility for its Vydyne nylon
molding resins product line. This arrangement enables Solutia to serve Vydyne cus-
tomers more efficiently, in a manner that fully feverages our technical expertise.
Since the reintegration in May, we have expanded our customer base and grown
revenue — as evidenced by record sales in the months following the transition. We
expect to see even greater benefits from the reintegration in 2003, as we continue to
extend customer relationships in large markets such as automotive and electrical
components while exploring underserved niche markets.

By increasing sales and aggressively reducing costs, our nylon intermediates
product line delivered improved results in 2002. We use intermediates as feedstock
for fiber and nylon polymer, and we also sell them on the merchant market for diverse
applications such as plastics, food ingredients, and coatings and resins. By intro-
ducing additional process technology innovations, we will continue to capitalize on
our already world-class cost position in this area.

Across our Integrated Nylon platform, we continued to bolster our strengths in
scale and integration in 2002 by further improving operational efficiencies. In 2003,
we intend to maintain this focus in order to raise our profitability and to generate
even more cash.
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Stack Listing Additional Information
Solutia's stock is traded principally on the New You can access financial and other information, Shareholder Composition
York Stock Exchange. !Our stock symbol is SOI. such as news releases, Forms 10-K, 8-K and P

10-Q, and this annual report on the Internet at December 31, 2002

Dividend Reinvestment Plan

Solutia shareholders may automatically reinvest
their dividends in shares of Solutia common stock
through the Dividend Reinvestment Plan (DRIP).

http://Investor.Solutia.com.

Or we will send these documents free of charge if
you call us at {314) 674-4520 or send a request to:

To receive a DRIP brochure please contact our Solutia Inc.

transfer agent, EquiServe. Investor Relations, 3N
P.0. Box 66760

Sharecholder Services St. Louis, MO 63166-6760

EquiServe, our transfer agent, can help you with a

We post our quarterly earnings conference calls on

variety of shareholder-refated services, including: our website at http://Investor.Solutia.com for approx- Holders Percent
» Change of address imately five days after each earnings announcement. {J Banks 5.44
» Lost stock certificates . O Brokers 9.16
» Transfer of stock to anather person f:muai Wieeﬁmg S share O Dirsctors 172
* Divi 1 t
va!dend chgcks .e annual meeting of Solu ras-s areholders O Employee Plans 9.50
> Dividend reinvestment plan will be held on Wednesday, April 23, 2003, -
. . O Individuals 1.12
+ Additional matters pertaining to your account at1:30 p.m., at o
) C Institutions 3.0
You can call our transfer agent toll-free at Solutia Inc. -
{888) 987-6588 from the United States or Canada. 575 Maryville Centre Drive Prepared by: Thomson Financial

Corporate Group

You can also write or send an e-mail to: St. Louis, M0 63141

EquiServe Trust Company A formal notice of the meeting and a proxy
PO. Box 43069 statement are being mailed to shareholders.

Providence, Ri 02940-3069

WWW.equiserve.com

Cautionary Statement

This annual report contains forward-looking statements that involve risks and uncertainties. Solutia's actual
results may differ materially from those anticipated in these forward-looking statements. As stated on page one
of Solutia’s annual report on Form 10-K for the year ended Dec. 31, 2002, which is included in this report to
shareholders, the following risk factors could cause actual results to differ from thase contained in

the forward-looking statements: general economic, business and market conditions, which

affect Solutia because some of our customers are in cyclical businesses; customer
acceptance of new products; interest rate fluctuations; gain or loss of significant
customers; price increases or shortages of raw materials and energy; dis-
ruption of operations; exposure to product liability and other litigation;
cost of environmental remediation; lower prices for our products

or a decline in our market share due to competition or price

pressure by customers; ability to implement cost reduction

initiatives in a timely manner; currency fluctuations; changes

in pension assumptions; ability to divest existing businesses

or acquire and integrate new businesses; efficacy of new

technology and facilities; changes in U.S. and foreign laws

and regulations; and geopalitical instability.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 1¢-K

{Mark One)
[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002
OR

I 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission file number 001-13253

SOLUTIA INC.

(Exact name of Registrant as specified in its charter)

DELAWARE 43-1781797
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)

575 MARYVILLE CENTRE DRIVE, P.0. BOX 66760, ST. LOUIS, MiSSOURI 63166-6760
{Address of Principal Executive Offices) {Zip Code)

(314) 674-1000

Registrant’s Telephone Number, Including Area Code

Securities registered pursuant to Section 12(b) of the Act:

Name of Each Exchange
Title of Each Class on Which Registered
$.01 Par Value Common Stock New York Stock Exchange
Preferred Stock Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the registrant: (1) has filed ail reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. [} Yes [ ] No

Indicate by check mark if disclosure of delinquent filers pursuant to item 405 of Regulation S-K (§229.405 of this chapter) is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated
by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K. [~]

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). [1#] Yes [ ] No

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price
at which the common equity was last sold, or the average bid and asked price of such common equity, as of the last business day of the
registrant’s most recently completed second fiscal quarter. Approximately $731.51 million on June 28, 2002,

Note.—If a determination as to whether a particular person or entity is an affiliate cannot be made without involving unreasonable
effort and expense, the aggregate market value of the common stock held by non-affiliates may be calculated on the basis of assumptions
reasonable under the circumstances, provided that the assumptions are set forth in this Form.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest practicable date:
104,701,074 shares of common stock, $.01 par value, outstanding as of the close of business on February 24, 2003.

DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents if incorporated by reference and the Part of the Form 10-K (e.g., Part I, Part II, etc.) into which
the document is incorporated: (1) Any annual report to security helders; (2) Any proxy or information statement; and (3) Any prospectus
filed pursuant to Rule 424(b} or (c) under the Securities Act of 1933. The listed documents should be clearly described for identification
purposes: Portions of Solutia Inc.'s definitive Proxy Statement for its 2003 Annual Meeting of Stockholders, to be filed with the SEC, are
incorporated by reference in Part III of this Form 10-K.

R |



CAUTIONARY STATEMENT ABOUT FORWARD-LOOKING STATEMENTS

We make statements in this Annual Report on Form 10-K that are considered forward-looking statements under the federal securities
laws. We consider all statements regarding anticipated or future matters, including the following, to be forward-looking statements:

e our expected future financial position, liquidity, results of @ plans and objectives of management for future operations;

operations, profitability and cash flows, o
s contractual obligations;
o dividends;

. s off-balance sheet arrangements;
¢ financing plans;

e competitive position; ¢ growth opportunities for existing products and services;

¢ business strategy; ° price increases;

° budgets; ¢ benefits from new technology; and

e projected cost reductions; . . .
pro} 0 ’ ¢ effect of changes in accounting due to recently issued

o results of litigation; accounting standards.

These statements are not guarantees of our future performance. They represent our estimates and assumptions only on the date we
made them. There are risks, uncertainties and other important factors that could cause our actual performance or achievements to be
materially different from those we may project. These risks, uncertainties and factors include:

o general economic, business and market conditions, which e lower prices for our products or a decline in our market share
affect us because some of our customers are in cyclical due to competition or price pressure by customers;

businesses; B 4 o .
» ability to implement cost reduction initiatives in a timely
e customer acceptance of new products; manner:

e currency fluctuations; s . - . . .
ency ’ s ability to divest existing businesses or acquire and integrate

o interest rate fluctuations; new businesses;

@ gain or loss of significant customers; o efficacy of new technology and facilities;

o price increases or shortages of raw materials and energy; . . .
P & & » changes in U.S. and foreign laws and regulations;

o disruption of operations; o -
o o e geopolitical instability; and
o exposure to product liability and other litigation and cost of
environmental remediation; e changes in pension assumptions.

PARTI
Item 1. BUSINESS.

Overview

Solutia and its subsidiaries make and sell a variety of high-performance chemical-based materials, which are used in a broad range of
consumer and industrial applications. For 2002, we are reporting our business under two segments: Performance Products and Services and
Integrated Nylon.

Our Performance Products and Services segment comprises our Performance Film product line and Specialties. Specialties consists of
Industrial Products and Pharmaceutical Services.

o Qur Performance Films product line includes plastic interlayer for laminated safety glass and custom-coated films for after-market
automotive and architectural applications. We market our plastic interlayer under the SAFLEX® brand for use in automobile
windshields, In addition, our interlayer is used in Enhanced Protective Glass and VANCEVA™ brand design systems for side and
rear windows of vehicles. We brand plastic interlayer under the KEEPSAFE® and KEEPSAFE MAXIMUM® marks and use it in
VANCEVA™ brand design systems for architectural applications. In addition, we produce custom-coated window films, branded
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as LLUMAR® and VISTA®, for professional after-market automotive and architectural applications and as GILA® for the
do-it-yourself retarl market.

* Our Industrial Products product line includes specialty chemicals such as DEQUEST® water treatment chemicals, THERMINOL®
heat transfer fluids and SKYDROLS aviation hydraulic fluids.

¢ Our Pharmaceutical Services include an array of integrated pharmaceutical development services ranging from process research to
manufacturing, clinical trial services and advisory services, for leading pharmaceutical companies.

Our Integrated Nylon segment comprises an integrated family of nylon products.
* Our chemical intermediates are used as feedstock for fiber and resins production and are sold on the merchant market.
» Our VYDYNE® and ASCEND® nylon polymers are sold to the engineered thermoplastic and apparel markets.

* Qur fibers are sold under the WEAR-DATED® brand for use in carpet and upholstery for customers, the ULTRON® brand for
commercial carpet and the ACRILAN® brand for knit apparel.

Solutia was incorporated in Delaware in April 1997 to hold most of the chemical businesses of the former Monsanto Company, now
known as Pharmacia Corporation. On September 1, 1997, Monsanto distributed our shares as a dividend to Monsanto’s stockholders, and
we became an independent publicly held company.

Recent Developments

On December 2, 2002, we signed a definitive agreement to sell our resins, additives and adhesives businesses to UCB S.A. for
$500 million in cash. In addition, UCB paid us $10 million up front for a short period of exclusivity. The sale closed on January 31, 2003,
and resulted in a modest accounting gain.

In July 2002, we amended our bank credit facility. The amendment extended the maturity of the facility until August 2004, reduced the
facility from $800 million to $600 million, and separated the facility into a $300 million term loan and a $300 million revolving credit facility.
Net cash proceeds from the sale to UCB S.A. were used to repay all of the borrowings outstanding under our bank credit facility, to cash
collateralize letters of credit and to purchase the co-generation facility at our Pensacola, Florida plant.

Also in July 2002, we completed a private placement of 223,000 units consisting of $223 million of senior secured 7-year notes and
warrants to purchase 5,533,522 shares of common stock. Part of the proceeds from this offering was used to repay the principal and interest
on $150 million of 5-year notes that matured in October 2002.

Segments; Principal Products

In anticipation of the divestiture of our resins, additives and adhesives businesses, we reorganized our management structure and
realigned our reportable segments during the fourth quarter of 2002. Our new reportable segments are:

¢ Performance Products and Services; and
¢ Integrated Nylon.

The tabular and narrative information contained in Note 19 of “Notes to Consolidated Financial Statements” appearing on pages 63
and 64 is incorporated by reference into this section.




Performance Products and Services Segment

Major End-Use
Markets

Major Products

Major End-Use
Products &
Applications

Major Competitors

Major Raw
Materials

Major Plants

Construction and Home
Furnishings

Polyvinyl butyral for
KEEPSAFE®, SAFLEX
INSIDE® (used in Europe) and
KEEPSAFE MAXIMUM®
laminated window glass;
VANCEVA™ films; LLUMAR®
and VISTA® professional
window films and GILA® retail
window films

ASTROTURF® and CLEAN
MACHINE® door mats

Products to increase the safety,
security, sound attenuation, energy
efficiency and ultraviolet
protection of architectural glass for
residential and commercial
structures; after-market films for
solar control, security and safety

Entrance maiting

DuPont; HT Troplast

Bekaert; Madico/Lintec; 3M

Elecster; Fichet;
HBN-Teknik

Butyraldehyde; ethanol;
polyvinyl alcohol: vinyl acetate
monomer

Polyester film

Polyethylene

Ghent, Belgium;
Springfield, MA;
Trenton, MI

Martinsville, VA

St. Louis, MO;
Ghent, Belgium

Vehicles

SAFLEX® plastic interlaver for
windshields and for side and rear
windows of vehicles:
VANCEVA™ films;

LLUMARS®, FORMULAONE
PERFORMANCE
AUTOMOTIVE FILMS® and
GILA® retail window films

Products to increase the safety,
security, sound attenuation and
ultraviolet protection of
automotive glass and give vehicles
a custom appearance

DuPont; Sekisui

Bekaert, Madico/Lintec; 3M

Butyraldehyde; ethanol:
polyvinyl alcohol; vinyl acetate
monomer

Polyester film

Ghent, Belgium;
Springfield, MA,;
Trenton, MI

Martingville, VA

Industrial Applications
and Electronics

Metallized films; sputtered films;
release liners and deep-dved
films

Performance films; conductive
and anti-reflective coated films

Chlorobenzenes

Window films; tapes; automotive
badging; optical and colored filters;
shades; reprographics; packaging

Computer touch-screens;
electroluminescent displays for
hand-held elecironics and watches;
cathode ray tube and LCD
mOnitors

Herbicides

3M; Toray; Mitsubishi; ATI:
Garware; Intellicoat

Bekaert; Southwall; OCLI

Polvester film: glycol: n-methyl-
2-pyrrolidone; crude and
dispersed dyes; aluminum wires
and boats; uvinol

Polyester film; Indium tin:
precious metals

Benzene; chlorine

Martinsville, VA

Martinsville, VA:
Canogo Park, CA

Anniston, AL;
Sauget, 1L

Capital Equipment

THERMINOL® heat transfer
fluids; DEQUEST® water
treatment chemicals

Heat transfer fluids; water
treatment; oil field chemicals

Dow Chemical Co.; Nippon
Steel Chemical Co.; Rhodia;
Baver

Benzene; phenol: phosphorus
trichoride

Alvin, TX;
Anniston, AL;
Newport, Wales (UK.)

Aviation/Transportation

SKYDROL® aviation hydraulie
fluids; SKYKLEEN® aviation
solvents

Hydraulic fluids for commercial
aircraft; environmentally friendly
solvents for aviation maintenance

ExxonMobile

Phosphorus oxvehloride;
methanol

St. Louis, MO

Pharmaceuticals

Services for process research and
development, scale-up
manufacturing and small-volume
licensed production

New pharmaceuticals

Rhodia ChiRex; Albany

Molecular Research; Pharma-

Eco; Evotec

Aarau, Bubendorf and
Friborg, Switzerland




Integrated Nylon Segment

Major End-Use
Markets

Major Products

Major End-Use
Products &
Applications

Major Competitors

Major Raw
Materials

Major Plants

Construction and Home
Furnishings

Nvlon carpet staple; nylon bulk
continuous filament;

WEAR-DATED® residential and
ULTRON® commercial carpet;

DuPont; Honevwell; BASF

Acrylonitrile; ammonia;

cyclohesane; propylene

Pensacola, FL;
Greenwood, 5C;

ACRILAN® aerylic fiber; WEAR-DATED® upholstery Decatur and Foley, AL
ASCEND® nylon polymer fabrics; blankets; non-woven
reinforcement and linings
Personal Products ACRILAN® acrvlic fiber; Sweaters; knit apparel; half-hose;  Acordis; DuPont; Radici Acrvlonitrile; ammonia; Pensacola, FL:
ASCEND® nylon polvmer active wear; craft varns; hand-knit cyclohexane; propylene Decatur, AL;

yarns; apparel; dental floss;
intimate apparel

Greenwood, SC

Vehicles

Nylon filament; VYDYNE®
nylon molding resins;
ASCEND® nylon polymer;
ACRILAN® acrvlic fiber

Tires; brakes; convertible tops;
automotive interior, exterior and
under-the-hood molded paris

Acordis; DuPont; Rhodia;
Asahi Chemical; DUSA

Acrylonitrile; ammonia;

cyclohexane; propylene

Pensacola, FL;
Decatur, AL;
Greenwood, SC

Industrial Applications

ACRILAN® acrylic fiber;
ASCEND® nylon polymer;
industrial nvlon fiber

Conveyer belts; awnings and
outdoor furniture; nylon film
cooking bags; specialized food
packaging

Acordis; DuPont; Honeywell;
BASF

Acrylonitrile; ammonia;

cvelohexane; propylene

Pensacola, FL;
Decatur, AL;
Greenwooed, SC

Intermediate Chemicals

Nylon salt; adipic acid;
hexamethylenediamine;
acrvlonitrile

Nvlon and acrylic fiber; nvlon and
ABS plastics; synthetic resins:
synthetic lubricants; paper
chemicals; plasticizers

DuPont; Rhodia; BASF; Asahi
Chemical

Natural gas; propylene;
cyclohesane

Decatur, AL,
Alvin, TX;
Greenwood, SC;
Pensacola, FL




Principal Equity Affiliates

We participate in several joint ventures in which we share management control with other companies. Our equity earnings (loss)
from affiliates were $13 million in 2002, $(13) million in 2001 and $35 million in 2000. Principal joint ventures include Flexsys, L.P. and
Astaris LLC.

Flexsys, headquartered in Belgium, is a leading supplier of process chemicals to the rubber industry. Its product line includes a number
of branded accelerators (SANTOCURE®, THIOFIDE® and THIOTAX®), pre-vulcanization inhibitors (SANTOGARDS®), antidegradants
and antioxidants (FLECTOL® and SANTOWHITES) and insoluble sulphur (CRYSTEX®), Flexsys is a 50/50 joint venture with Akzo
Nobel N.V. For additional information about Flexsys, see “Legal Proceedings—Other” on page 11 below.

Astaris, headquartered in the United States, sells phosphorus and phosphate salts. Its product line includes a number of branded
products such as LEVN-LITE®, PAN-O-LITE® and LEVERAGE® phosphate, which are sold into the bakery markets. The business also
services the pharmaceutical, meat and poultry and industrial marketplaces. Astaris is a 50/50 joint venture with FMC Corporation. For
additional information about Astaris, see “Contingencies” on page 27 below.

Sale of Products

We sell our products directly to end users in various industries, principally by using our own sales force, and, to a lesser extent, by using
distributors.

On May 1, 2002, we and Dow Plastics, a business unit of The Dow Chemical Company, formally terminated the marketing alliance
under which Dow had marketed our VYDYNE® nylon 6,6 molding resins for injection molding applications worldwide, and we resumed
sole responsibility for the business.

Our marketing and distribution practices do not result in unusual working capital requirements on a consolidated basis. We maintain
inventories of finished goods, goods in process and raw materials to meet customer requirements and our scheduled production. In general,
we do not manufacture our products against a backlog of firm orders; we schedule production to meet the level of incoming orders and the
projections of future demand. We do not have material contracts with the government of the United States or any state, local or foreign
government. We are not generally dependent on one or a group of customers, and no single customer or customer group accounts for
10 percent or more of our net sales. However, sales to the carpet mill industry and the European auto glass industry each represent a
significant portion of our net sales.

Our second and third quarters are typically stronger than our first and fourth quarters because sales of carpet and window films are
stronger in the spring and fall.

Competition

The global markets in which our chemical businesses operate are highly competitive. We expect competition from other manufacturers
of the same products and from manufacturers of different products designed for the same uses as ours to continue in both U S. and ex-U.S.
markets. Depending on the product involved, we encounter various types of competition, including price, delivery, service, performance,
product innovation, product recognition and quality. Overall, we regard our principal product groups as competitive with many other
products of other producers and believe that we are an important producer of many of these product groups. For additional information
regarding competition in specific markets, see the charts under “Segments; Principal Products” above.

Raw Materials and Energy Resources

We buy large amounts of commodity raw materials, including propylene, cyclohexane, benzene and natural gas. We typically buy major
requirements for key raw materials pursuant to medium-term contracts. We are not dependent on any one supplier for a material amount of
our raw materials or energy requirements, but we obtain certain important raw materials from a few major suppliers. In general, in those
cases where we have limited sources of raw materials, we have developed contingency plans to minimize the effect of any interruption or
reduction in supply. For information about specific raw materials, see the charts under ““Segments; Principal Products” above.

While temporary shortages of raw materials and energy may occasionally occur, these items are generally sufficiently available to cover
our current and projected requirements. However, their continuing availability and price may be affected by unscheduled plant interrup-
tions and domestic and world market conditions, political conditions and governmental regulatory actions. We cannot accurately predict the
effect of any future raw material and energy prices or shortages on our business as a whole or in specific world areas.

For additional information on raw materials and energy, see ‘Economic Conditions and Qutlook” on page 23 below.
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Patents and Trademarks

We own a large number of patents that relate to a wide variety of products and processes and have pending a substantial number of
patent applications. In addition, we are licensed under a small number of patents owned by others. We own a considerable number of
established trademarks in many countries under which we market our products. These patents and trademarks in the aggregate are of
material importance to our operations and to our Performance Products and Services and Integrated Nylon segments.

Research and Development

Research and development constitute an important part of our activities. Our expenses for research and development amounted to
approximately $39 million in 2002, $43 million in 2001 and $57 million in 2000, or about 2 percent of sales on average. We focus our
expenditures for research and development on process improvements and selected product development.

We continued to enhance and expand our Performance Films product offerings for the automotive, architectural and specialty film
markets by introducing products with new colors, patterns, textures and heat protection. We also introduced several new specialty films for
the electronic and decorative markets. We developed a new heat transfer fluid for our Industrial Products portfolio to meet the growing
demand for ultra-low temperature processing in the pharmaceutical industry. We continue to develop biodegradable chelates and scale
inhibitors to meet market needs for more environmentally friendly products. Our Integrated Nylon segment focused on internal process
improvements, resulting in lower costs and higher quality in many of our key product families.

Environmental Matters

The narrative information appearing under “‘Environmental Matters” beginning on page 29 below is incorporated here by reference.

Employee Relations

On December 31, 2002, we had approximately 9,400 employees worldwide. This number decreased to approximately 7,300 following
the sale of our resins, additives and adhesives businesses to UCB S.A. on January 31, 2003. In general, satisfactory relations have prevailed
between our employees and us. We use self-directed work teams, incentive programs and other initiatives to keep employees actively
involved in the success of the business. Approximately 16 percent of our workforce is currently represented by various labor unions.

International Operations

Solutia and its subsidiaries are engaged in manufacturing, sales and research and development in areas outside the United States.
Approximately 38% of our consolidated sales from continuing operations in 2002 were made into markets outside the United States,
including Europe, Canada, Latin America and Asia. Our Performance Products and Services segment is particularly dependent on its
international operations. Approximately 61% of the 2002 sales of the Performance Products and Services segment were made into markets
outside the United States.

Operations outside the United States are potentially subject to a number of risks and limitations that are not present in domestic
operations, including trade restrictions, investment regulations, governmental instability and other potentially detrimental governmental
practices or policies affecting companies doing business abroad.

Operations outside the United States are also subject to fluctuations in currency values. The functional currency of each of our non-
United States operations is the local currency. Exchange rates between these currencies and U.S. dollars have fluctuated significantly in
recent years and may continue to do so. In addition, we generate revenue from export sales and operations conducted outside the United
States that may be denominated in currencies other than the relevant functional currency.

Internet Access to Information

Our Internet address is www.solutia.com. We make available free of charge through our Internet website our annual report on Form
10-K, our quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to these reports as soon as reasonably
practicable after they are electronically filed with, or furnished to, the Securities and Exchange Commission.

Item 2. PROPERTIES.

Our general offices are located in a leased facility in St. Louis County, Missouri. Our principal European offices are located in Louvain
La Neuve, Belgium, on {and leased from the University of Louvain. Information about our major manufacturing locations worldwide and
segments that used these locations on February 1, 2003, appears under “Segments; Principal Products” in Item 1 of this report and is
incorporated here by reference.




Our principal plants are suitable and adequate for their use. Utilization of these facilities varies with seasonal, economic and other
business conditions, but none of our principal plants is substantially idle. Our facilities generally have sufficient capacity for existing needs
and expected near-term growth. We have plans for some incremental capacity expansion at certain facilities in the next two to three years.

We own most of our principal plants. However, at Antwerp, Belgium and Sao Jose dos Campos, Brazil, both of which are sites
belonging to Monsanto, we own certain buildings and production equipment and lease the underlying land. In addition, we lease buildings
for our Pharmaceuticals Services Division, including the main production site in Aarau, Switzerland.

Monsanto and Solutia have operating agreements with respect to each of the two Monsanto facilities listed above and Solutia’s
Chocolate Bayou facility in Alvin, Texas. Under these operating agreements, we are the guest and Monsanto is the operator, except at the
Chocolate Bayou facility at which Monsanto is the guest and we are the operator. The initial term of each of the operating agreements has
15 years remaining. After the initial term, the operating agreements continue indefinitely unless either party terminates on at least
24 months’ prior written notice. Each of the operating agreements also provides that, under certain circumstances, either the operator or the
guest may terminate the operating agreement before the expiration of its initial term. We operate several facilities for other third parties,
principally within the Alvin (Chocolate Bayou), Texas; Sauget, Illinois; Pensacola, Florida; Trenton, Michigan; Newport Wales (U.K.) and
Springfield, Massachusetls sites under long-term lease and operating agreements.

Mortgages on our plants located in Decatur, Alabama; Springfield, Massachusetts; Trenton, Michigan; Greenwood, South Carolina;
Alvin (Chocolate Bayou), Texas; Pensacola, Florida; and Martinsville, Virginia constitute a portion of the collateral securing our amended
credit facility, our publicly issued debt, and our obligations under certain other financing facilities. In addition, there is a mechanics’ lien
filed by Fluor Daniel, a division of Fluor Enterprises, Inc., against our Chocolate Bayou facility, currently in the amount of $10 million,
securing the remaining payments we have agreed to make to Fluor Daniel over a three-year period in settlement of litigation arising out of
the construction of an acrylonitrile facility at the Chocolate Bayou plant.

Item 3. LEGAL PROCEEDINGS.

Because of the size and nature of our business, we are a party to numerous legal proceedings. Most of these proceedings have arisen in
the ordinary course of business and involve claims for money damages. In addition, at the time we became an independent company, we
assumed liabilities related to specified legal proceedings from the former Monsanto Company, now known as Pharmacia Corporation (“Old
Monsanto”), under an agreement known as the Distribution Agreement. As a result, although Old Monsanto remains the named
defendant, we are required to manage the litigation and indemnify Old Monsanto for costs, expenses and judgments arising from the
litigation. While the results of litigation cannot be predicted with certainty, we do not believe, based on currently available facts, that the
ultimate resolution of any of these preceding matters will have a material adverse effect on our financial position or liquidity in any one year.
However, resolution in those cases described below involving the alleged discharge of polychlorinated biphenyls (“PCBs”) from the
Anniston, Alabama plant site and the Penndot case, also described below, may have a material adverse effect on our net income in a given
year, although it is impossible at this time to estimate the range or amount of any such liability. In addition, there cannot be any assurance
that any final judgment against us in the Anniston, Alabama cases, if upheld on appeal, will not have a material adverse effect on our
financial position and liquidity.

The following paragraphs describe several proceedings to which we are a party or to which Old Monsanto is a party and for which we
have assumed any liabilities.

Anniston, Alabama Cases

In November 1993, Old Monsanto was named as a defendant in the first of 41 lawsuits which have been filed in state or federal court in
Alabama in which plaintiffs claim to have sustained personal injuries or property damage as a result of the alleged release of
polychlorinated biphenyls (“PCBs”) and other materials from its Anniston, Alabama plant site. To date 22 of those lawsuits, involving
claims made by nearly 5,900 plaintiffs have been resolved for approximately $87 million. Currently pending are the following matters:

(1) Abernathy v. Monsanto: Four consolidated cases, the first of which was served on April 1, 1996, were originally filed in Circuit
Court for Cathoun County, Alabama on behalf of 3,516 plaintiffs who own or rent homes, own or operate businesses, attend
churches, or have otherwise resided in or visited neighborhoods near the Anniston plant. Plaintiffs seek compensatory and punitive
damages in an unspecified amount or in the amount of $3 million for each individual and injunctive relief requiring the Company to
remove alleged contamination. The individual plaintiffs claim to have suffered permanent adverse health effects and fear future
disease. They assert the need for medical monitoring, diminution in the value of their properties in the case of residential and
commercial property owners and commercial losses in the case of business owners. Because of significant pretrial publicity in
Calhoun County, venue in these cases was transferred to Circuit Court in Etowah County. Sixteen individual plaintiffs and one
business entity were selected as plaintiffs for a Phase I trial that began on January 7, 2002. On February 22, 2002, the jury returned a
verdict in favor of plaintiffs on six liability issues: nuisance, trespass, negligence, wantonness, suppression of the truth and outrage.
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The trial court departed from its announced trial plan and did not submit damage issues to the jury for the 17 Phase I trial plaintiffs.
Instead, the parties agreed on a streamlined format for submission to the jury of property damage evidence for all plaintiffs who are
making a property damage claim. In total, 907 plaintiffs are asserting claims of property damage with respect to 941 pieces of
property. Hearings on plaintiffs’ claims for injunctive relief, which were not tried to a jury, began on March 6, 2002, and concluded
on April 12, 2002. The court then referred the issue of injunctive relief and defendants’ motions to dismiss those claims to a Special
Master for a recommendation. On May 31, 2002, the Special Master issued a report recommending that the court stay injunctive
proceedings in view of the filing by the United States Environmental Protection Agency (“EPA”) of a Partial Consent Decree,
noted below.

On March 29, 2002, we filed a motion to recuse the Abernathy trial judge because of the appearance of bias or lack of impartiality
created by frequent ex parte interviews given to the media on issues in the case, and because of improper actions at a court-ordered
settlement conference on March 12, 2002. On November 8, 2002, following additional briefing and a hearing on August 8, 2002, an
Etowah County judge to whom the matter had been referred, denied our recusal motion. On August 19, 2002, the Alabama
Supreme Court issued an order in response to our request staying all proceedings in this case other than the presentation of written
evidence regarding property damage claims pending further order by the Supreme Court on the recusal issue. On February 26,
2003, the Alabama Supreme Court denied our mandamus petition and upheld the ruling of the Etowah County judge denying our
recusal motion.

On July 1,2002, Solutia, Pharmacia and the new Monsanto Company (“Monsanto”) entered into an agreement pursuant to which
Pharmacia agreed to post an appeal bond in the Abernathy case if needed, and if Solutia is unable to obtain such a bond. Pursuant
to the agreement, if Pharmacia is not required to provide collateral in order to obtain an appeal bond, then Solutia, Pharmacia and
Monsanto will have shared control over any decision to settle the Abernathy case. If Pharmacia is required to provide collateral in
order to obtain an appeal bond, then Pharmacia will have control of any settlement decision but has an obligation to consult with
Solutia and Monsanto before agreeing to any settlement.

(2) Tolbertv. Monsanto: Monsanto, Pharmacia and Solutia are defendants in this action, served on June 4, 2001, and filed in the United

States District Court for the Northern District of Alabama initially on behalf of 1,116 plaintiffs. On January 18, 2002, plaintiffs filed
an amended complaint adding approximately 14,000 additional plaintiffs to the action. As a result of further amendments, there are
now 16,695 plaintiffs in this case. Plaintiffs claim they were exposed to PCBs and suffer from unspecified physical injuries and
emotional distress. They seek compensatory and punitive damages in unspecified amounts and request medical testing, monitoring
and treatment, as well as unspecified injunctive relief, The court has ordered that trial in this matter will proceed in phases. The
parties have designated eight plaintiffs for a Phase I trial, four of whom claim liver disease and four of whom claim cancer. Trial is
currently scheduled to commence after July 31, 2003, the date of the final pretrial conference. Our outside counsel in this matter
have been advised by counsel representing a group of plaintiffs in the Tolbert case that those counsel represent approximately
2,000 additional individuals who intend to file suit. We are negotiating an acceptable tolling agreement that will preserve the
parties’ respective rights and defenses without the filing of an additional action.

(3) Payton v. Monsanto: This case was brought in Circuit Court in Shelby County, Alabama on July 15, 1997, on behalf of a purported

class of all owners, lessees and licensees of properties located on Lay Lake, which is downstream from Lake Logan Martin on the
Coosa River, Plaintiffs seek compensatory and punitive damages in an unspecified amount for an alleged increased risk of physical
injury and illness, emotional distress caused by fear of future injury or illness, medical monitoring and diminishment in the value of
their properties and their riparian rights. On October 5, 1999, the trial court granted Solutia’s motion for summary judgment, and
plaintiffs appealed to the Supreme Court of Alabama. On May 4, 2001, the Supreme Court issued an opinion affirming in part and
reversing in part the order of the trial court. The Supreme Court held that summary judgment was properly granted with respect to
claims relating to the period up to the date of settlement of a previous action which did not involve Monsanto, Pharmacia or us, but
which did seek compensation for the presence of PCBs on plaintiffs’ properties. However, the Supreme Court held that plaintiffs
were permitted to maintain their claims relating to the period from the settlement of the prior action until the filing of the instant
action. The case has been remanded to the trial court, where the parties currently await a decision by the trial court on plaintiffs’
motion for class certification.

(4) Other Anniston Cases: There are twelve other cases on behalf of a total of 24 additional plaintiffs, four pending in Circuit Court for

Calhoun County, three pending in Circuit Court for Jefferson County, one pending in Circuit Court for Dekalb County and three
pending in United States District Court for the Northern District of Alabama. Plaintiffs in these actions own or rent homes, own or
operate businesses, attend churches, or have otherwise resided or visited in neighborhoods near the Anniston plant, or are
commercial entities which own or have conducted business on property near the Aaniston plant. Two of these cases are brought on
behalf of purported classes of Alabama residents exposed to PCBs from the Anniston plant. Plaintiffs seek compensatory and
punitive damages in unspecified amounts and injunctive relief requiring the Company to remove alleged contamination. The
individual plaintiffs claim to have suffered permanent adverse health effects and fear future disease. They assert the need for
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medical monitoring, diminution in the value of their properties in the case of residential and commercial property owners and
commercial losses in the case of business owners.

Solutia believes that there are meritorious defenses to all these matters, including lack of any imminent or substantial endangerment to
health or the environment caused by any activities at the Anniston plant, lack of any physical injury or property damage to plaintiffs caused
by any activities at the Anniston plant, lack of any negligence or improper conduct on Monsanto’s or Solutia’s part, and the implementation
of a remediation program under the oversight of the United States Environmental Protection Agency and the Alabama Department of
Environmental Management. We are vigorously defending these actions.

Solutia has insurance coverage that is available to mitigate potential damages in these cases. The applicable insurance coverage is
bound by a confidential claim administrative agreement that precludes Solutia from disclosing the insurance carriers’ names and limits of
coverage. The security of the insurers is better than A.M. Best’s “A” rated companies. Solutia is receiving contribution from these insurers
for defense costs, and there are currently no disputed coverage issues. However, there is no assurance that our available insurance will cover
all claims, that our insurers will not challenge coverage for certain claims or that the final damage awards will not exceed our available
insurance coverage.

Anniston Partial Consent Decree

In October 2000 Solutia entered into an Administrative Order on Consent (“AOC”) with the EPA providing for sampling of certain
residential properties and removal of soils found on those properties if PCBs were found at a level of 10 parts per million (ppm) or above.
That order was amended in October 2001 to encompass additional areas for sampling and possible soil removal. Following entry of the
October 2000 AOC Solutia and the EPA commenced negotiations on a comprehensive agreement that would address the steps leading to a
final remedy. On March 25,2002, in an action captioned United States of America v. Pharmacia Corporation (p/k/a Monsanto Company) and
Solutia, the EPA lodged a Partial Consent Decree with the United States District Court for the Northern District of Alabama. Pursuant to
that decree Solutia and Pharmacia agreed to conduct a Remedial Investigation and Feasibility Study to provide information for the
selection by the EPA of a cleanup remedy for the Anniston PCB site. The decree also provided for the creation of an educational trust fund
of $3.2 million to be funded over a 12-year period to provide supplemental educational services for school children in west Anniston. The
Partial Consent Decree was submiitted for a public comment period, which closed on June 3, 2002, On October 23, 2002, the EPA filed a
revised Partial Consent Decree with the court. The revised decree contains a new provision, added in response to public comment, for
addressing cleanup of residential properties sooner than would have been the case under the original proposed decree. The EPA has asked
the court to approve the revised Partial Consent Decree.

Penndot Case

Old Monsanto is one of several defendants added on February 7, 1997, to a case then pending in the Commonwealth Court of
Pennsylvania. This action was originally filed against United States Mineral Products Company in 1990 by the Commonwealth, seeking
damages caused by the presence of asbestos fireproofing in the Transportation and Safety Building (“T & S Building™) in Harrisburg,
Pennsylvania. In June 1994 a fire broke out in the T & S Building. Testing following the fire revealed the presence of low levels of PCBs at

_various locations in the building. The Commonwealth claims that PCBs used in fluorescent light ballasts, in adhesives in fiberglass ductboard
that was part of the heating and ventilation system and in caulking used on the exterior of the building contaminated the building and
necessitated its demolition. The Commonwealth seeks recovery of costs it allegedly incurred in testing, monitoring, cleanup, demolition and
temporary relocation of Commonwealth employees caused by the alleged contamination. In addition, the Commonwealth seeks the cost of
constructing a new building on the site of the T & § Building. Trial of this action commenced with the selection of a jury in April 1999. On
August 23, 2000, the jury returned a verdict of $90 million against Old Monsanto. The verdict was reduced to $45 million by the trial court
because the manufacturer of the fiberglass ductboard reached a settlement with the Commonwealth during trial. We filed extensive post-
trial motions, seeking judgment notwithstanding the jury’s verdict or a new trial. The trial court denied these motions in orders filed on
October 16, 2002. On November 15, 2002, we filed an appeal as of right to the Supreme Court of Pennsylvania.

On November 15, 2002, Solutia, Pharmacia and Monsanto entered into an agreement (the “Penndot Protocol”) pursuant to which
Monsanto posted an appeal bond and the collateral required to secure that bond. We provided a $20 million letter of credit to secure a
portion of Monsanto’s obligations with respect to the bond. In addition, we paid all of Monsanto’s out-of-pocket expenses incurred in
obtaining the bond. As a result of Monsanto’s providing the collateral required to secure the appeal bond, Monsanto assumed control of any
settlement decision, but agreed to consult with Solutia and Pharmacia before agreeing to any settlement. The Penndot Protocol required us
to release Monsanto from its obligations with respect to the appeal bond, and to either secure a replacement bond or settle the litigation
within 15 business days following an asset sale having an aggregate value of $100 million or more (the “Release Conditions”). The Release
Conditions were triggered on January 31,2003, when we closed the sale of our resins, additives and adhesives businesses. On March 3, 2003,
Solutia, Pharmacia and Monsanto entered into an amendment to the Penndot Protocol pursuant to which the appeal bond obtained by
Monsanto will remain in effect and Monsanto will extend the time frame for satisfying the Release Conditions until November 30,2003 (the
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“Extension Period”). Under this amendment, Solutia will provide Monsanto with an additional letter of credit in the amount of $39.9
million, and Monsanto will return control of any settlement decision to Solutia during the Extension Period (with Solutia agreeing to consult
with Monsanto and Pharmacia before entering into any settlement).

We believe that there are meritorious defenses, including lack of any hazard or danger to occupants of or visitors to the T & S Building
caused by the presence of PCBs; a determination by the Pennsylvania Department of Health that the building was safe for use and
occupancy; the failure of the Commonwealth to act prudently following the fire to mitigate its alleged damages; the impropriety of using
replacement cost as a measure of damages; and the fact that most of plaintiffs’ damages would have been incurred during the removal of
asbestos fireproofing and the installation of fire suppression sprinklers required to comply with the 1987 Harrisburg Fire Safety Code, and
thus cannot be attributed to the presence of PCBs. We are defending this matter vigorously.

Solutia has insurance coverage that is available to mitigate potential damages in this case and is receiving contribution from its insurers
for defense costs.

Other PCB Litigation

Excluding the Anniston, Alabama cases and the Penndot case discussed above, since 1971, Old Monsanto has been named as a
defendant in approximately 482 cases in which plaintiffs have made claims of personal injuries or property damage resulting from alleged
exposure to PCBs. Of those cases 467 have been resolved, including the claims of approximately 15,000 plaintiffs at a cost to Old Monsanto
and Solutia of approximately $32 million. These cases have usually involved product-based claims in which plaintiffs have alleged that
exposure to PCBs occurred in the course of their employment or as a result of an incident involving equipment which used PCBs as a
dielectric, hydraulic or heat transfer fluid. The fifteen pending cases that involve claims of this nature are the following:

(1) Binghamton State Office Building Litigation: In January 1984, Old Monsanto was served in the first of five cases brought in state
court in Broome County, New York, relating to claims of injury allegedly resulting from exposure to PCBs during and immediately
after a fire which occurred on February 5, 1981, in a State office building in Binghamton, N.Y. Plaintiffs are 43 emergency
responders or individuals involved in clean up activities immediately after the fire and their spouses, for a total of 81 plaintiffs.
PCBs, dibenzofurans and dibenzodioxins were allegedly spread throughout the building when a transformer, located in an
equipment room in the basement of the building, ruptured during the fire. The dielectric fluid in the transformer was composed, in
part, of PCBs. Plaintiffs claim to have suffered various personal injuries, including in some cases death, and allege fear of future
disease and the need for medical monitoring. They seek compensatory and punitive damages in an unspecified amount. Plaintiffs
have selected ten of their number to participate in a “Phase I” trial. A trial date has not yet been set by the court. Solutia is
defending these actions vigorously and believes that there are meritorious defenses, including lack of proximate cause and lack of
negligence or other improper conduct on the part of Old Monsanto or Solutia.

(2) Crystal Springs, Mississippi Litigation: Old Monsanto is one of many defendants named in a suit filed on May 14, 2001, on behalf of
one plaintiff in state court in Copiah County, Mississippi. Three nearly identical suits, brought on behalf of an additional 16§
plaintiffs in state court in Hinds County, Mississippi were served on Old Monsanto on December 18, 2001. Plaintiffs are present or
former employees of Kuhlman Electric Company’s Crystal Springs, Mississippi transformer manufacturing facility. As to Old
Monsanto, plaintiffs claim exposure to PCBs, allegedly resulting in unspecified physical injuries and emotional distress. Plaintiffs
claim to fear the development of disease in the future and allege the need for medical monitoring. They seek compensatory and
punitive damages in an unspecified amount. All four of these cases were removed to U.S. District Court for the Southern District of
Mississippi on April 10, 2002. Plaintiffs filed motions to remand the cases to state court; those motions await decision by the District
Court. Old Monsanto and Solutia were named as defendants in one additional action filed on behalf of a single plaintiff in state
court in Copiah County, Mississippi on December 31, 2002. This case makes claims similar to those previously filed, and has also
been removed to U.S. District Court for the Southern District of Mississippi. Solutia is vigorously defending these actions and
believes that there are meritorious defenses, including lack of proximate cause and lack of negligence or other improper conduct on
the part of Old Monsanto or Solutia.

(3) Other Pending PCB Cases: There are an additional five PCB cases brought against Old Monsanto, one in state court in Louisiana
brought on behalf of ten plaintiffs, one in state court in West Virginia brought on behalf of two plaintiffs, two in state courts in New
Jersey brought on behalf of a total of three plaintiffs and one in federal court in Pennsylvania brought on behalf of one plaintiff.
These cases make a variety of allegations, including personal injury or property damage resulting from alleged exposure to PCBs,
or seek recovery of environmental remediation expenses resulting from the claimants’ improper disposal of PCBs. Plaintiffs seek
compensatory and, in some cases, punitive damages in unspecified amounts. Solutia is vigorously defending all these actions and
beligves that there are meritorious defenses, including lack of proximate cause and lack of negligence or other improper conduct on
the part of Old Monsanto or Solutia.
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Solutia has insurance coverage that is available to mitigate potential damages in cases alleging personal injury or property damage, and
is either receiving contribution from its insurers for defense costs, or expects to receive such contribution once self-insured retentions are
exhausted. Cases which seek recovery of environmental remediation costs are not insured.

Premises Based Asbestos Litigation

Like a great number of other companies that used high temperature manufacturing processes, Old Monsanto historically used asbestos
insulating materials in piping and other equipment at its chemicals plants. As a result, Old Monsanto and Solutia have been named as
defendants along with numerous other premises owners in actions brought by employees of contractors who claim that they were exposed to
asbestos at our facilities and at the facilities of these other owners. Solutia has no product-based asbestos litigation. Historically, we have
resolved these premises-related actions without a material effect on our results of operation, liquidity or financial position. Settlements in
cases resolved in 2002 totaled approximately $6 million, a portion of which we expect to recover from our insurers. Although we have
recently experienced an increase in the number of asbestos-related premises liability claims, we do not expect them to have a material effect.
We now have pending approximately 450 such actions in Texas, West Virginia, Illinois, Missouri, Michigan and Florida involving an
estimated 2,500 to 3,500 plaintiffs. More than 80% of these plaintiffs do not suffer from any manifest illness but may exhibit non-
symptomatic pleural or pulmonary changes on x-ray screening, and, if not dismissed, such claims are typically settled for nominal amounts.
Solutia believes that there are meritorious defenses, including the lack of injury or proximate causation and the responsible actions taken by
Old Monsanto and Solutia to prevent asbestos exposures in the workplace, and is vigorously defending these actions.

Rock Springs Case

On December 4, 1998, the EPA issued a notice of violation to Solutia, Old Monsanto and P4 Production, L.L.C., alleging violations of
the Wyoming Environmental Quality Act, the Wyoming Air Quality Standards & Regulations and a permit issued in 1994 by the Wyoming
Department of Environmental Quality to Sweetwater Resources, Inc., a former subsidiary of Old Monsanto, for a coal coking facility in
Rock Springs, Wyoming. This facility is currently owned by P4 Production, a joint venture which the new Monsanto Company now both
operates and controls. We remain a party to this litigation despite the sale of substantially all of our interest in this joint venture, On
November 22, 1999, the United States, on behalf of the EPA, demanded $2.5 million from the parties as well as injunctive relief ensuring
compliance with the permit requirements. On August 9, 2002, the United States filed a motion for summary judgment on the issue of
liability. The motion is pending while the parties attempt to resolve the amount of the penalty through mediation.

Other

Authorities in the United States, Europe and Canada are investigating past commercial practices in the rubber chemicals industry.
Flexsys, our 50/50 joint venture with Akzo Nobel N.V., has been fully cooperating with the authorities and will continue to do so. In
addition, Solutia is aware of 20 purported class actions that have been filed against Flexsys and other producers of rubber chemicals in
various state courts:in the United States. Each seeks actual and treble damages under the law of the state in which it was filed on behalf of all
retail purchasers of tires in that state since 1994,

For information about certain environmental proceedings involving Solutia, see “Environmental Matters” on page 29.

Risk Management

We have evaluated risk retention and insurance levels for product liability, property damage and other potential areas of risk. We will
continue to devote significant effort to maintaining and improving safety and internal control programs, which reduce our exposure to
certain risks. We actively participate in the safety and health Voluntary Protection Program (“VPP”’) administered by the Occupational
Safety and Health Administration (“OSHA™) for sites in the United States, and implemented by Solutia for sites outside the United States.
Currently, ten of our U.S, sites have received the OSHA VPP “Star” designation, a rating signifying full compliance. Three of our ex-U.S.
sites, two in Europe and one in Canada, have achieved the Solutia “Star” designation, which is an internal equivalent to the OSHA
designation.

Cur management determines the amount of insurance coverage to buy from unaffiliated companies and the appropriate amount of risk
to retain and/or co-insure based on the cost and availability of insurance and the likelihood of a loss. Management believes that the levels of
risk that Solutia has retained are consistent with those of other companies in the chemical industry. There can be no assurance that we will
not incur losses beyond the limits, or outside the coverage, of our insurance. For additional information, see “Self-Insurance” on page 30.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

We did not submit any matters to our security holders during the fourth quarter of 2002.
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PART I

Item 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.
Our stock is traded principally on the New York Stock Exchange under the Symbol “SOL”

The following table shows the high and low sales prices for each quarter during 2002 and 2001 as reported in the New York Stock
Exchange Composite Transactions.

2002 High Low 2001 _High _Low
First QUATLET covvvvivvvevveersenensrensseensssrenseens $13.20 $6.12 First QUArter.....ccoonevvveomminvecrsennrcerrrvniersennn $14.85 $12.06
Second QUartel. ... vmrreernrernnnririnens 892 710 Second QUATTET .coocvermnrviricreeer s 15.07 12.03
Third QUATLEr......vcovvrvrrrrriirercrrnrsrisssnienns 7.10 451 Third QUATLET ....ovrcrrmmnrerecrecnerersirceenionsees 14.14 11.25
Fourth QUArter........ccoomrvvcreeersimnnnnnsrenenes 5.95 2.81 Fourth Quarter ... vniienineriannnnes 14.28 11.71

On February 24, 2003, we had 32,878 registered shareholders.

The declaration and payment of dividends is made at the discretion of our board of directors. The board’s current policy is to pay cash
dividends on an annual basis in December. The annual dividend paid in 2002 and 2001 was $0.04 per share. Qur credit facility and our senior
secured notes restrict our ability to increase our dividend. We anticipate that the current four-cent annual dividend will remain unchanged
for the foreseeable future.

12




Item 6. SELECTED FINANCIAL DATA.

Financial Summary
(Dollars in millions, except per share amounts)

Operating Results from Continuing Operations: 2002 2001 2000 1999 1998

INEE SIS ..vvccvuerr e ceseemms e s reses st ssssssries $ 2,241 $ 2,268 $ 2,617 $ 2,705 $ 2,714

GEOSS PTOML ....covvornv st comnscenssesmsssssreresmtess 363 310 348 620 725
As Percent 0f Het SALES .....couuvmveomecreermermmiriemmismsisssisisssssssns 16% 14% 13% 23% 27%

Marketing, Administrative, and Technological Expenses 322 334 352 328 340
AS PErCent Of REt SAIES ...vvveerrvcrorerievrecnrrcorimensssesssisssssssesssssssnssnes 14% 15% 13% 12% 13%
Amortization EXPEnse............omnisisn 3 12 1 3 —
Operating Income (Loss)? ... 38 (36) (15) 289 385
AS PErcent Of Nt SALES ......cccnvvivveconsscsssisimnissisessscsmisns 2% (2)% (1)% 11% 14%
Income (Loss) from Continuing Operations Before Income
Taxes and Cumulative Effect of Change in Accounting
PEREPIE D) oo s {19) (124) 30 298 n
Income (Loss) from Continuing Operations Before Cumulative
Effect of Change i Accounting Principle®® ... ®) (81) 36 203 250
AS PErcent 0f Net SAlES ... - ®% 1% 8% 9%
Cumulative Effect of Change in Accounting Principle.................. {167) — — — —

Share Data from Continuing Operations:
Basic Earnings (Loss) per Share from Continuing Operations®..  § (0.08) $ (0.78) $ 034 $ 183 $ 216

Dituted Earnings (Loss) per Share from Continuing Operations (0.08) (0.78) 0.34 17 2.04
Dividends per SEBIe............covvvccnmennrcnnnnicrenins e 0.04 0.04 0.04 0.04 0.04
TOIAE ASSELS ...vvvrverrrreerrcencreensinsessnsncnsesesnssasesessesssnn e 2,706 2,667 2755 2,902 2,694
Long-Term Debt........ccoicmmiios, 839 626 783 801 597

Common Steck Price:

13.20 15.07 17.19 26.31 32.00
281 1125 1038 13.50 18.69
3.63 14.02 12.00 1544 2238
Price/Earnings Ratio on Year-End Stock Price ........cvvvvcrvcrecnens é5) (18) 35 9 11
Number of Registered Shareholders...............cvvrmmncrvccnrirnmnrerens 32,878 34,668 36,703 39171 41,864
Year-End Shares Qutstanding (in millions) ........c.ricrrencennsinns 104.7 104.5 102.9 109.5 112.8
Shares Repurchased (in milHOmS) ........covvverccrrvemecrrccrmemns v — — 7.1 38 6.2
Average Daily Trading Volume
(B2 CROUSAES) +.vvvvvvorrrerversessiensreseessssessesessesssesssssssssssessassssssssesssns 649 358 518 458 401
Other Data from Continuing Operations:
IREErest EXPEISE ....cooovcvceerrorerrrssss s svmsasssrssesesssssss s ssssssssssassossscsns $ 8 $ 70 $ 55 $ 39 $ 43
Income Taxes (Benefit) {1n (43) (6) 95 127
Depreciation and Amerization. ..., 134 143 152 147 143
Capital Expendifures .............womimiinn 59 83 21 255 156
Employees (Year-ER).........cccrrcrmmimemmemmecsmmermecmmivmmmmesseessssessecssnes 7,300 7,100 8,100 8,500 6,600

(1) Operating income (loss) includes restructuring charges and other items of $22 million in 2002, $78 miltion in 2001, $158 miltion in 2000, $61 million in 1999 and $1 million in 1998

{2)  Income (loss) from continting operations before cumulative effect of change in accounting principle includes restructuring charges and other items of $15 million, or $0.14 per
share in 2002, $96 million, or $0.92 per share in 2001, $81 million, or $0.75 per share in 2000, $38 million, or $0.33 per share in 1999 and $1 million, or $0.01 per share in 1998.

(3)  Income (loss) from continuing operations includes amortization expense which, under the provisions of Statement of Financial Accounting Standard No, 142, adopted on
January 1, 2002, is no longer recognized of $12 million, or $0.12 per share net of tax, and $10 million, or $0.09 per share net of tax, in 2001 and 2000, respectively.

See Management’s Discussion and Analysis of Financial Condition and Results of Operations and Financial Condition and Liquidity
under Item 7 for more information.
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS,

The following discussion and analysis should be read in conjunction with the consclidated financial statements and related notes
thereto included in Item 8 of this Form 10-K.

Overview

On December 2, 2002, Solutia signed a definitive agreement to sell its resins, additives and adhesives businesses to UCB S.A. for
$500 million in cash, plus an upfront payment of $10 million for a period of exclusivity. The sale closed on January 31, 2003. The resins,
additives and adhesives businesses had net assets, including goodwill and identified intangible assets from the Vianova Resins acquisition, of
approximately $471 million at December 31, 2002, and $554 million at December 31, 2001. The resins, additives and adhesives businesses
had net sales of approximately $559 million in 2002, $549 million in 2001 and $568 million in 2000.

The resins, additives and adhesives businesses are presented as discontinued operations in the consolidated financial statements and
related notes. As such, management’s discussion and analysis excludes discontinued operations and focuses on the results of the Company’s
continuing operations. See Note 2 to the Consolidated Financial Statements for further information on the discontinued operations. In
anticipation of the divestiture, Solutia reorganized its management structure and realigned its reportable segments during the fourth quarter
of 2002. Solutia’s new reportable segments and their major products are as follows:

Performance Products and Services Integrated Nylon

SAFLEXS® plastic interlayer Nylon intermediate “building block” chemicals
Polyvinyl butyral for KEEPSAFE®, SAFLEX INSIDE® (in Europe only) Merchant polymer and nylon extrusion polymers, including VYDYNE® and

and KEEPSAFE MAXIMUM® |aminated window glass ASCEND¢®
LLUMAR®, VISTA® and GILA® professional and retail window films Carpet fibers, including the WEAR-DATED® and ULTRON® brands
VANCEVA™ films Industrial nylon fibers
Conductive and anti-reflective coated films and deep-dyed films ACRILAN® acrylic fibers for apparel, upholstery fabrics, craft yarns and
Industrial products, including THERMINOLS® heat transfer fluids, other applications

DEQUEST® water treatment chemicals, SKYDROL® aviation hydraulic
fluids, SKYKLEENS® aviation solvents, and chlorobenzenes

Services for process research and development, scale-up manufacturing and
small volume licensed production for the pharmaceutical industry

Solutia evaluates the performance of its operating segments based on segment earnings before interest expense and income taxes
(EBIT), which includes marketing, administrative, technological and amortization expenses and other income and expense items that can
be directly attributable to the segment profit/(loss). Certain expenses and other items that are managed outside of the segments are
excluded. These unallocated items consist primarily of corporate expenses, equity earnings (loss) from affiliates, interest expense, other
income—net and expense items, gains and losses from asset dispositions and restructuring charges that are not directly attributable to the
operating segment. See Note 19 to the Consolidated Financial Statements for further information.

Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions in certain circumstances that affect amounts reported in the accompanying
consolidated financial statements and related footnotes. In preparing these financial statements, the Company has made its best estimates of
certain amounts included in these financial staternents. However, application of these accounting policies involves the exercise of judgment
and use of assumptions as to future uncertainties and, as a result, actual results could differ materially from these estimates. Management
has discussed the development, selection and disclosure of these critical accounting policies and estimates with the Audit and Finance
Committee of Solutia’s board of directors.
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The Company believes that the estimates, assumptions and judgments involved in the accounting policies described below have the
greatest potential impact on our financial statements and require assumptions that can be highly uncertain at the time the estimate is made.
The Company considers the following items to be its critical accounting policies:

o Environmental Remediation

o Self-Insurance

o Income Taxes

o Impairment of Long-Lived Assets

o Pension and Other Postretirement Benefits

The Company also has other significant accounting policies. The Company believes that, compared to the critical accounting policies
listed above, the other policies either do not generally require estimates and judgments that are as difficult or as subjective, or are less likely
to have a material impact on the reported results of operations for a given period.

Environmental Remediation

With respect to environmental remediation obligations, the Company’s policy is to accrue costs for remediation of contaminated sites
in the accounting period in which the obligation becomes probable and the cost is reasonably estimable. The Company’s estimates of the
environmental remediation reserve requirements fall within a range. If the Company believes no best estimate exists on a project-by-project
basis within a range of possible outcomes, in accordance with accounting guidance, the minimum loss is accrued. Environmental liabilities
are not discounted, and they have not been reduced for any claims for recoveries from insurance or third parties. In those cases where
insurance carriers or third-party indemnitors have agreed to pay any amount and the Company believes that collectability of such amount is
probable, the amounts are reflected as receivables in the consolidated financial statements.

These estimates are critical because the Company must forecast remediation activity into the future which is highly uncertain and
requires a large degree of judgment. Therefore, the environmental reserves may materially differ from uitimate actual liabilities if the
Company’s estimates prove to be inaccurate, which could materially affect net income in a period. Uncertainties related to recorded
environmental liabilities include changing governmental policy and regulations, judicial proceedings, the method and extent of remediation
and future changes in technology. Because of these uncertainties, the range of possible outcomes could exceed the amounts reserved by an
additional $30 million and could be below the amounts reserved by approximately $10 million. The estimate for environmental liabilities is a
critical accounting estimate for both reportable segments.

Seif-Insurance

Solutia maintains self-insurance reserves to cover its estimated future legal costs, settlements and judgments related to workers’
compensation, product, general, auto and operations liability claims that are less than policy deductible amounts or not covered by
insurance. Self-insured losses are accrued based upon estimates of the aggregate liability for uninsured claims incurred using certain
actuarial assumptions followed in the insurance industry and the Company’s historical experience. In those cases where insurance carriers
or third-party indemnitors have committed to pay, the amounts are reflected as receivables in the consolidated financial statements. These
estimates are critical because changes to the actuarial assumptions used in the development of these reserves can materially affect net
income in a given period and the Company must forecast loss activity into the distant future which is highly uncertain and requires a large
degree of judgment. The estimate for self-insurance reserves is a critical accounting estimate for both reportable segments.

Actuarial reserve indications are projections of the remaining future payments for workers’ compensation, product, general, auto and
operations liability claims for which Solutia is legally responsible. These projections are made in the context of an uncertain future where
variations between estimated and actual amounts are caused by many factors, including changes in operations, changes in judicial
environments, shifts in the types or timing of the reporting of claims, changes in the frequency or severity of losses and random chance. The
actuarial estimates of the reserve requirements fall within a range. The actuary’s best estimate of the liability is near the middle of the
actuary’s range; accordingly, the Company has recorded the liability at this level. Solutia estimates that the high end of the range of possible
outcomes exceeds the amounts reserved by approximately $15 million.

Income Taxes

Solutia accounts for income taxes using the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized for the future tax consequences of temporary differences between the carrying amounts and tax bases of assets and Habilities at
enacted rates. The Company bases its estimate of deferred tax assets and liabilities on current tax laws and rates and, in certain cases,
business plans and other expectations about future outcomes. Solutia records a valuation allowance to reduce its deferred tax assets to the
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amount that is more likely than not to be realized. While Solutia has considered future taxable income and ongoing prudent and feasible tax
planning strategies in assessing the need for the valuation allowance, in the event Solutia were to determine that it would be able to realize
its deferred tax assets in the future in excess of its net recorded amount, an adjustment to the deferred tax asset would increase income in the
period such determination was made. Likewise, should Solutia determine that it would not be able to realize all or part of its net deferred tax
asset in the future, an adjustment to the deferred tax asset would be charged to income in the period such determination was made.

Changes in existing regulatory tax laws, rates and future business results may affect the amount of deferred tax Labilities or the
valuation of deferred tax assets over time. The Company’s accounting for deferred tax consequences represents management's best
estimate of future events that can be appropriately reflected in the accounting estimates.

Impairment of Long-Lived Assets

Impairment tests of long-lived assets are made when conditions indicate a possible loss. Impairment tests are based on a comparison of
undiscounted cash flows to the recorded value of the asset. The Company’s estimate of the cash flows is based on information available at
that time including these and other factors: sales forecasts, customer trends, operating rates, raw material and energy prices and other global
economic indicators and factors. If an impairment is indicated, the asset value is written down to its fair value based upon market prices or, if
not available, upon discounted cash value, at an appropriate discount rate determined by the Company to be commensurate with the risk
inherent in the business model. These estimates are critical because changes to the Company’s assumptions used in the development of the
impairments analyses can materially affect net income in a given period and the Company must forecast cash flows into the future which is
highly uncertain and requires a large degree of judgment. The assumptions used in the cash flow projections approximate the market
conditions experienced at the time an impairment becomes known.

Pension and Other Postretirement Benefits

Under the provisions of SFAS No. 87, “Employers’ Accounting for Pensions” and SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pension,” measurement of the obligations under the defined benefit pension plans and the other post-
employment benefit (OPEB) plans are subject to several significant estimates. These estimates include the rate of return on plan assets,
health care cost trend rates and the rate at which the future obligations are discounted to value the liability.

The Company estimates its assumed long-term rate of return based on its historical rate of return experienced by the plan assets,
adjusted for assumed asset allocation and forecasted capital market returns. A 25 basis point change in the assumed long-term rate of return
would result in a $3 million change in pension expense.

The Company’s annual measurement date is December 31 for the pension and OPEB plans. Historically, the Company has based its
discount rate on a review of long-term bonds that receive one of the two highest ratings given by a recognized rating agency. A 25 basis point
change in the discount rate results in a $27 million change in the pension projected benefit obligation and $1 million change in pension
expense. A 25 basis point change in the discount rate results in a $9 million change in the accumulated benefit obligation for the OPEB plans
and an immaterial change to OPEB expense.

The Company estimates the assumed trend rate for healthcare costs and the ultimate trend rate for healthcare costs based on actual
experience.

Results of Operations
{dollars in millions) 2002 2001 2000
INEE SALES.....vcrmverveerccerrresseersssscsnemsi s eesscsmissrsssssessscesesssssessasssesssisossenseesee $2.241 $2,268 $2,617

Net Sales from Polymer Modifiers and Phosphorus Derivatives

businesses included in Net Sales $ — § — $ 176
Operating InCOME/(L088) ...veervcumecerreerivemecerrermerenerecsccssssseanns . $ 3B $ (36) $ (15)
Operating Income from Polymer Modifiers and Phosphorus
Derivatives businesses included in Operating Income/(Loss).............. $ — § — $ 29
Charges included in Operating IncOme/{LoSs) .........ccouevserscerccmermmrermrerecen $ (22 $ (78) $ (158)

Solutia’s net sales for 2002 were $2,241 million compared with net sales of $2,268 million in 2001. The net sales decrease reflected lower
average selling prices of approximately 2 percent, partially offset by favorable currency exchange rate fluctuations of 1 percent. Sales
volumes were essentially flat year over year. The lower average selling prices were driven by unfavorable global economic conditions
experienced during 2002. Net sales of $2,268 million in 2001 decreased 13 percent from 2000 net sales of $2,617 million. Two events affect the
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comparability of 2001 net sales with those in 2000. These events include the contribution of the Company’s Phosphorus Derivatives business
to the Astaris joint venture in April 2000 and the sale of its Polymer Modifiers business in August 2000. Excluding the sales associated with
these businesses, net sales for 2001 decreased 7 percent from net sales in 2000. The decrease reflected lower average selling prices of
approximately 4 percent, lower volumes of 3 percent and slightly unfavorable currency exchange rate fluctuations.

Operating income for the year ended December 31, 2002, was $38 million compared to an operating loss of $36 million in 2001. As
indicated in the preceding table, operating results for each year were affected by various charges, which are described in greater detail in the
following sections. Excluding the effects of the charges from 2002 and 2001, operating income increased $18 million or 43 percent over 2001
because of lower raw material and energy costs and lower personnel costs resulting from restructuring activities carried out during 2001, The
operating loss for the year ended December 31, 2001, was $36 million compared to an operating loss of $15 million in 2000. Excluding the
effects of the charges from 2001 and 2000 and the operating income associated with the Phosphorus Derivatives and Polymer Modifiers
businesses, operating income decreased $72 million or 63 percent in 2001 versus 2000 because of lower net sales and higher incentive
expense, partially offset by lower raw material and energy costs and lower administrative and technological expenses.

Performance Products and Services

E

(dollars in millions) 2001 2000

INEE SAIES ..vvcormrmrrrcsecermmsssiressiarmessssseseesssssssssssassssssss s sassesstssmssssseassas s assssssssg s smssesess $945 $960 $1,128

Net Sales from Polymer Modifiers and Phosphorus Derivatives businesses

INCIUAEd I NEE SALES .vvvorecrrvreaserreasecsrssmseessssmssssssmmsssssmrssssssssssssssmsensesses $ — $ — $ 176
SEGIMNENE PIOMIL 1.vvvvvrrrsrerssserevcnrnrererssinssssssssssmassssesssssssssssssssssssssssessissnsssssessesssssssssessess $ 78 §$ 77 § 11
Segment Profit from Polymer Modifiers and Phosphorus Derivatives
businesses included in Segment Profit .......coercrecermersenscressscnssnesssssce $ — § — $ 29
Charges included in Segment Profit .........ccwvmuncvercsismersonsssisssssssessnssssssees $ — $ 3 § (15

|
|

Net sales for Performance Products and Services were $945 miltion in 2002 compared with $960 million in 2001. The decrease in 2002
net sales versus 2001 resulted from lower average selling prices of approximately 3 percent partially offset by favorable currency exchange
rate fluctuations of approximately 2 percent. Lower average selling prices in 2002 versus 2001 reflected competitive pricing pressures in
SAFLEX® plastic interlayer products and chlorobenzenes. Net sales were positively affected by the strengthening euro and Australian
dollar in relation to the U.S. dollar. Sales volumes were essentially flat year over year as increased SAFLEX® plastic interlayer products
sales volumes in the Asia Pacific markets were offset by significantly lower sales to a large Saflex customer during 2002. Additionally, higher
sales volumes of CPFilms window film and precision coated products and DEQUEST® water treatment chemicals were offset by lower sales
volumes of chlorobenzenes.

The Performance Products and Services segment’s net sales for 2001 of $960 million decreased 15 percent from 2000 net sales of
$1,128 million because of the sale of the Polymer Modifiers business and the contribution of the Phosphorus Derivatives business to the
Astaris joint venture. Excluding net sales from these businesses, net sales for 2001 increased 1 percent over the comparable prior year
period. Higher sales volumes of approximately 3 percent primarily resulting from a full year of net sales from Pharmaceutical Services were
partially offset by unfavorable currency exchange rate fluctuations of approximately 1 percent due to the devaluation of the euro and
Japanese yen in relation to the U.S. dollar and lower average selling prices of approximately 1 percent due to competitive pricing pressures.

Segment profit was $78 mitlion in 2002 versus $77 million in 2001. Segment profit for 2001 included a fourth quarter charge of $3 million
associated with the termination of the employment of a former owner of a component of Pharmaceutical Services. Excluding this charge,
segment profit decreased $2 million or 3 percent in 2002 versus 2001 because of lower net sales partially offset by lower raw material costs,
lower amortization expense due to adoption of SFAS No. 142 and lower personnel expense associated with restructuring activities carried
out during 2001. The impact of significantly lower sales volumes to a large Saflex customer on segment profitability was mostly offset by
higher sales of SAFLEX® plastic interlayer products to other glass laminators, improved product mix and cost reductions. Chlorobenzenes
negatively impacted segment profitability by $8 million in 2002 compared to 2001. Segment profit was $77 million in 2001 compared to
$111 million in 2000. Segment profit for 2000 included an impairment charge of $15 million to write down chlorobenzenes’ production
equipment. Excluding charges from both 2001 and 2000 and the impact of the loss of income associated with the sale of the Polymer
Modifiers business and the contribution of the Phosphorus Derivatives business to the Astaris joint venture, segment profit in 2001
decreased $17 million or 18 percent versus 2000 primarily because of higher incentive expense, unfavorable product mix and higher
manufacturing costs primarily associated with production cutbacks to control inventory in SAFLEX® plastic interlayer products.
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Integrated Nylon

{dollars in millicns) 2002 2001 2000

Net Sales $1,296 $1,308 $1.490

Segment PrOAIt/(LOSS) cv.v.cvrcerssumnssemmsenmnenssesseemmesnmsmsssmsssssssssssssssmssssmessssssssennes $ A4 § 6 § (33)
Charges included in Segment Profit/(L0ss) ........o.cccucueomonimmmmrevcsmecnnee $ & $ (12) $ (105)

Solutia’s Integrated Nylon segment had net sales of $1,296 million in 2002 compared with $1,308 million in 2001. The 1 percent decrease
in 2002 net sales primarily resulted from a decline in average selling prices in almost all businesses in this segment of approximately
2 percent partially offset by sales volume improvements of less than 1 percent. The effects of a weak U.S. economy continued to unfavorably
impact average selling prices in 2002. Increased sales volumes in nylon, plastics and polymers and intermediate chemicals were mostly offset
by decreased volumes in nylon industrial products and carpet fiber. Sales volumes in nylon, plastics and polymers improved following
Solutia’s successful reintegration of the marketing responsibilities for the nylon molding resins business previously performed under a
marketing alliance with Dow Plastics, a business unit of Dow Chemical. In addition, the fiber’s businesses experienced unfavorable product
Mmix.

Solutia’s Integrated Nylon segment had net sales in 2001 of $1,308 million compared with $1,490 million in 2000. The 12 percent
decrease in 2001 sales resulted from a decline in volumes of approximately 6 percent and a decline in average selling prices of approximately
6 percent. The effects of a weak U.S. economy had an unfavorable impact on the Integrated Nylon segment. With the exception of
intermediate chemicals, significant volume declines occurred in all of the segment’s businesses. Carpet fiber sales volumes decreased as
carpet mills continued to manage inventory levels in response to lower retail demand. Decreased sales volumes of nylon plastics and
polymers resulted from lower shipments of VYDYNE® nylon molding resins to Dow Plastics under a marketing alliance because of the
slowdown in the U.S. automotive industry, and lower global demand for textile polymers. Sales volumes for nylon industrial products
decreased because of the slowdown in the U.S. automotive industry. Sales volumes for acrylic fibers decreased in the U.S. because of the
slowing U.S. economy. The effects of lower segment sales were partially offset by higher sales volumes of merchant acrylonitrile sales to
Asian and European customers. Price decreases in intermediate chemicals were primarily attributable to contract business with formula
pricing tied to raw material costs that decreased year over year. Price decreases in the remaining businesses were due to competitive pricing
pressures.

The Integrated Nylon segment’s profit was $24 million in 2002 compared to $6 million in 2001. Excluding charges of $5 million incurred
during the third quarter of 2002 resulting from the resolution of a construction dispute with the contractor of an acrylonitrile plant in Alvin,
Texas, and $12 million incurred during 2001 to write down certain notes and accounts receivables primarily from insolvent textile fiber
customers, segment profit increased $11 million or 61 percent. Lower raw material and energy prices offset the effects of lower net sales in
the segment on a year over vear basis. Lower personnel expense associated with restructuring activities carried out during 2001 significantly
contributed to the increase in segment profit, partially offset by unscheduled outages at the Chocolate Bayou Intermediates facility during
the second and third quarters of 2002. During the fourth quarter of 2002, raw material and energy prices significantly increased. The
Company expects raw material and energy prices to remain at elevated levels for at least the first half of 2003, which could have a significant
negative impact on segment profitability.

The Integrated Nylon segment’s profit was $6 million in 2001, compared to a loss of $33 million in 2000. Segment profitability in 2001
was negatively impacted by the aforementioned charge. Segment profitability in 2000 was negatively affected by charges of $14 million to
write down certain Asian investments based upon indicators that the loss in their values was permanent and $5 million to accrue for debt
payments under certain loan guarantees associated with one of the investments; impairment charges of $76 million to write down certain
non-performing and non-strategic fiber spinning, drawing and packaging equipment and a charge of $10 million primarily to reserve for
advances and working capital loans to an Asian equity affifiate. Excluding these items, 2001 segment profit decreased $54 million or
75 percent versus 2000. The decline resulted primarily from lower net sales, higher energy prices and unfavorable manufacturing variances
associated with lower capacity utilization rates. Partially offsetting the decline in segment profit were lower raw material costs and lower
personnel expense associated with restructuring activities. In addition to increased energy costs and decreased sales volumes, segment
profitability was also negatively affected by the temporary shutdown of the Chocolate Bayou Intermediates facility in February 2001 as a
result of a power outage.
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Corporate Expenses

{dollars in millions}
COTPOTALE EXPENSES ..vvvervvcrrrermreensccnssessmesssessessasssssismessssessssssssessesessesssssssasmssssseseseen $(61) $(121 $(115
Charges included in Corporate Expenses

Corporate expenses were $61 million in 2002 compared to $121 million in 2001. However, as indicated in the preceding table, corporate
expenses for each year were affected by various charges. During 2002, Solutia recorded a $17 million charge for a non-cash pension
settlement loss because of the significant amount of lump sum distributions from the pension plan during 2002. During the fourth quarter of
2001, Solutia reached agreements with various state and federal agencies having enforcement authority on the nature, timing and extent of
certain environmental remediation obligations. As a result, the 2001 corporate expenses included a fourth quarter charge of $34 million to
increase environmental reserves. Actual costs to terminate certain European and North American management employees and certain
employee benefit costs for involuntary terminations in 2001 were higher than the original estimates. As a result, Solutia recorded an
additional restructuring charge of $9 million to cover these higher costs. In addition, Solutia modified its estimates of the aggregate liability
for uninsured product liability claims based upon certain actuarial assumptions and historical experience. As a result, the Company
recorded a fourth quarter of 2001 charge of $20 million to increase self-insurance reserves. Solutia also recorded a loss contingency during
the fourth quarter of 2001 of $3 million in corporate expenses due to certain unoccupied leased office space. Excluding these items,
corporate expenses in 2002 declined $11 million or 20 percent from 2001 because of lower personnel expense associated with restructuring
activities carried out during 2001, partially offset by higher legal expenses due to protracted litigation in Anniston, Alabama.

Corporate expenses were $121 million in 2001 compared to $115 million in 2000. Corporate expenses in 2000 included restructuring
charges of $53 million associated with workforce reductions and the closure of certain non-strategic facilities, a restructuring charge of
$8 million related to-exiting operations at the Port Plastics site in Addyston, Ohio, and charges of $6 million related to the formation and
startup of the Astaris joint venture. Excluding these charges, corporate expenses in 2001 increased $7 million or 15 percent from 2000
primarily because of higher incentive expense and increased pension and postretirement costs.

Operating Income (Loss)

(dollars in millions) 202 2001 2000
Performance Products and Services Segment Profit..........cccoermmmmeermvreeseessseneens $ 78 $ 7 $ 111
Integrated Nylon Segment Profit/(Loss)...c..uuvremsmecervrmsasmmmesscssessesssessmmsssssssssses $24 $ 6 $ ()
Less: COIporate EXPENSES....emuemecwereemmmmmmiusmmermecsmeremmenssesssesssessesssosssssssassssssssssssns $(61) $(121) $(115)
Less: Equity (Earnings) Loss from Affiliates and Other (Income)
Expense items included in Segment Profit/(L0ss).........c.eermcerons $ 3 § 2 $ 2
Operating INCOME/(LOSS) 1vvurvveerseessrinsecsssimmsssmmeseessessssomesmmsesssessesssmesmssssssssssssessnsns $38 $ (36 $ (15
Charges included in Operating Income/(LOSS) ...........emmmerermsesmssssssssscss $22) $ (78 $(158

Solutia had operating income of $38 million in 2002 compared to an operating loss of $36 million in 2001. However, when the charges
described above are excluded from the results in each year, operating income improved $18 million. Excluding $10 million of amortization
expense from operating results for 2001 associated with the adoption of SFAS No. 142 (see Note 6), operating income for 2002 improved
$8 million from 2001. The increase in operating income was primarily driven by lower raw material and energy costs, favorable currency
exchange rate fluctuations and lower personnel costs resulting from restructuring activities carried out during 2001, partially offset by
manufacturing outages at the Chocolate Bayou Intermediates facility.

Operating income in 2001 declined $21 million from 2000 levels. However, when the charges described above are excluded from the
results in each year, operating income declined $101 million. This decline was caused primarily by the impact of lower net sales and higher
incentive expense, partially offset by lower raw material and energy costs and lower administrative and technological expenses. The
decrease in administrative and technological expenses can be attributed principally to lower personnel costs resulting from restructuring
activities during 2001.
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Equity Eamings (Loss) from Affiliates

{doltars in miliions) 2002 2001 2000
Flexsys EQUITY BAIMINES ......ccouummuermmermmemmeermsamimisessresssssmssmesssessessssssmesssesssseossssssenmssssces $11 $12 $12
Astaris EQUity Barmings/(LOSS) ... v $1 $(36) $ 5
Advanced Elastomer Systems Equity Earnings ....c..cccoccmcnmeenmeennnnenssenenn $ 2 $ 1 $20
Other Equity Earnings/(Loss) from Affiliates included in Reportable Segment
POBIE oo titisinnrcensissennecsssssis s tsisiss s misseas st mmssssescstssosssmmesssisssdesconons $ (M) §— § (2
Equity Earnings/(Loss) from AfALES...........ccorcrreemrsmrmmmirmreensisscnesscsesmiesssmennesnnnn $13 $(13 §35
Charges included in Equity Earnings/(Loss) from Affiliates .......c.ccoccciccrconne $ @ $(41 $(15)

Solutia records the equity earnings (loss) from affiliates net of income taxes. Equity earnings from affiliates were $13 million for 2002
compared to an equity loss from affiliates of $13 million in 2001. Equity earnings (loss) from affiliates were affected by various items in each
year. During the first quarter of 2002, the Company sold its 50 percent interest in the Advanced Elastomer Systems joint venture to
ExxonMobil Chemical Company, a subsidiary of Exxon Mobil Corporation. During the fourth quarter of 2002, the Flexsys joint venture
recorded charges to write-down certain production assets to fair market value. Solutia’s share of these charges was $4 million. During 2001,
the Astaris joint venture recorded charges associated with the closure of its elemental phosphorus production facility in Pocatello, Idaho.
Solutia’s share of these charges was approximately $37 million, Also in 2001, Flexsys recorded charges associated with the closure of its
4NDPA facility in Newport, Wales. Solutia’s share of these charges was approximately $4 million. Excluding these charges and the loss of
income from the sale of Solutia’s 50 percent interest in Advanced Elastomer Systems, equity earnings (loss) from affiliates in 2002
decreased $2 million versus 2001 largely due to lower earnings from Flexsys. Lower earnings from Flexsys in 2002 resulted from competitive
pricing pressures. Astaris’ 2002 earnings, while essentially flat with 2001, benefited from higher year over year earnings under a multi-year
electricity sales contract, offset by lower sales volumes, lower average selling prices and higher manufacturing cost variances. Astaris’
earnings in 2003 are expected to be lower than 2002 due to the loss of the aforementioned electricity sales contract which expires in early
2003 and continued sales price compression from increased competitive activity, partially offset by expected improved manufacturing
performance.

Equity loss from affiliates of $13 million in 2001 compared to equity earnings from affiliates of $35 million in 2000. During 2000, Flexsys
recorded charges associated with the closure and impairment of certain manufacturing operations in the United Kingdom. Solutia’s share of
these charges was $13 million. In addition, Astaris recorded charges in 2000 related to the closure of certain of its production facilities.
Solutia’s share of these charges was approximately $2 million. Excluding charges in both years, equity earnings (loss) from affiliates
decreased $22 million in 2001 versus 2000 because of higher raw material costs at Astaris and lower sales volumes at Advanced Elastomer
Systems and Flexsys.

Sale of Polymer Modifiers Business

In August 2000, Solutia completed the sale of its Polymer Modifiers business and related manufacturing facilities to Ferro Corporation
for approximately $130 million. As a result of this transaction, Solutia recognized a $73 million pretax gain. Solutia’s results of operations
included net sales of approximately $90 million in 2000 and operating income of approximately $16 million in 2000 from the Polymer
Modifiers business.

Other Inceme (Expense)—Net

(dotlars in millions) 2002 2001 2000
Other Income (EXPEnse)—INEt..........ocorimeurrirersmmiassscrrssssssmsssesesssssssssssrsssssssssssasens $14 86 $(8
Other Income (Expense)—Net included in Reportable Segment Profit............ $4 52 $(20
Net (Charges)/Gains included in Other Income (Expense)—Net.........ccocueccen. $5 $8 22

Other income in 2002 was $14 million compared to other expense in 2001 of $5 million. However, each year was affected by various
gains and charges. During the first quarter of 2002, Solutia sold its 50 percent interest in the Advanced Elastomer Systems joint venture
resulting in a gain of $5 million. During 2001, Solutia recorded charges of $5 million to write down an e-commerce investment to its fair
value based upon indicators that the loss in its value was permanent and $3 million in the Integrated Nylon segment to write off certain non-
performing assets. Excluding these gains and charges, other income for 2002 increased $6 million versus 2001. The increase primarily
resulted from currency gains.
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Other expense in 2001 was $5 million compared to other expense of $8 million in 2000. During 2000, Solutia recorded in the Integrated
Nylon segment a charge of $10 million to reserve for advances and working capital loans to an Asian equity affiliate. During 2000, Solutia
recorded in the Integrated Nylon segment charges of $14 million to write down Asian investments based upon indicators that the loss in
their values was permanent, $5 million to accrue for debt payments under certain loan guarantees associated with one of the Asian equity
investments, $8 million associated with the startup and formation of the Astaris joint venture and a $15 million gain resulting from the sale
of substantially all of Solutia’s 40 percent interest in P4 Production L.L.C., a phosphorus manufacturing venture. Excluding these gains and
charges, other income for 2001 decreased $11 million versus 2000. The decrease primarily resulted from higher miscellaneous asset sales
from the Integrated Nylon segment during 2000.

Income Tax (Benefir)

Solutia’s effective income tax (benefit) rates were (58) percent in 2002 compared to (35) percent in 2001. Items reducing Solutia’s
overall effective tax rate in 2002 compared to 2001 include a greater percentage of after-tax equity earnings from affiliates and effective tax
planning strategies in pretax operating income.

Solutia’s effective income tax (benefit) rates were (35) percent in 2001 compared to (20) percent in 2000. Items reducing Solutia’s
overall effective tax rate in 2001 compared to 2000 include lower valuation allowances, a greater percentage of after-tax equity earnings
from affiliates and effective tax planning strategies in pretax operating income.

Cumulative Effect of Change in Accounting Principle

Effective January 1, 2002, Solutia adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” In accordance with SFAS No. 142,
Solutia discontinued the amortization of goodwill and identifiable intangible assets that have indefinite useful lives. Intangible assets that
have finite useful lives will continue to be amortized over their useful lives. Goodwill will be assessed annually for impairment. This
statement also required certain intangible assets that did not meet the criteria for recognition apart from goodwill, to be subsumed into
goodwill. During the quarter ended March 31, 2002, Solutia subsumed into goodwill $1 million of intangible assets net of related deferred
tax liabilities representing assembled workforce that did not meet the separability criteria under SFAS No. 141, “Business Combinations.”

Fair value measurements of the reporting units were estimated by a third-party specialist utilizing both an income and market multiple
approach. Based on this analysis, Solutia recorded an impairment loss of $167 million during the first quarter of 2002 for the resins and
additives business (which is presented as discontinued operations) due to declining estimates of future results given current economic and
market conditions. The goodwill impairment charge is non-deductible for tax purposes and is reflected as the cumulative effect of change in
accounting principle in the accompanying statement of consolidated income (loss).
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Summary of Events Affecting Comparability

Charges and gains recorded in 2002, 2001 and 2000 and other events affecting comparability have been summarized in the tables below
{dollars in millions, except per share amounts).

2002
Performance
Products
and Integrated Corporate/ Consofi-
Increase/(Decrease) Services Nylon Other dated

Impact on:
COSt Of GOOGS SO .vvvvvvvvervvosicrrrsicrmsssisrssssrsssssssssseassssssssssssssss s sssssssnes $5 $ 5 §a;

_ _ 1 2 (b
Total cost Of 00AS SOLA........ceriverimrecerieermsesssecsseresrecsirisssesssssiresassecssies — 5 12 17
Marketing, administrative, technological and amortization expenses............. _ 5 5
Operating Income (Loss) IMPACL..........ccmerrcrrerircncrenecrresiressmononeasmmanneenn — (5) (1 22)
Equity earnings (10ss) from affliates . ... 4 @ (o)
Other INCOME (BXPEINSE)....ovvervveumemmivimmvermeenecerenersererreessssssssesssssessesssssiessessissassonee i _ _5 5 (d)
Pretax Income Statement Impact ..., — 18)) (16) (21)
INCOME 1aX DEMEMIL.....ooouruericcniccncciiicrncon s essssssessssssssersssnse ()
Aftertax Income Statement IMPact ...........ccovccviormrinscoississsinecncnininns $(15)

2002 Charges, Gains and Other Events
{a)  Charges recorded in the Integrated Nylon segment related to the resolution of a construction dispute with the contractor of the acrylonitrile plant in Alvin (Chocolate Bayou),
Texas (35 million pretax. $3 million aftertax, or $0.03 per share).

(b)  Asrequired by SFAS No. 88, “Employers” Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits.” the Company recorded a
non-cash pension settlement loss because of the significant amount of lump sum distributions from the pension plan during 2002 ($17 million pretax, $11 million aftertax. or
$0.11 per share).

(c)  Charges for the Flexsys joint venture related to the write-down of production assets to fair value (84 million aftertax, or $0.04 per share).

(d)  Gain resulting from the sale of the Company’s 30 percent interest in the Advanced Elastomer Systems joint venture ($5 million pretax. $3 million aftertax. or $0.03 per share).

2001
Performance
Products
and Integrated Corporate/ Consoli-
Increase/(Decrease) Ser\{ices Nylon Other dated
Impact on:
COSt OF Z00AS SOM..covvvrurmsrieienrcrrreesrerrccrsesmmesssresmiesnsennscs s resssssmseasresesnnesmmassns $2 $§ 2 (e
54 4 (g
— _ _9 A
Total cost 0f 200dS SOI......oocccvvvcevicmiiiicicei e 2 - 63 65
Marketing, administrative, technological and amortization expenses........... 1 1 (o)
9 (f
_ —_ _3 _3 @
Operating Income (Loss) IMPACE........c.ccoiorvovicnnecciiiincmmiiiiesniessens (3) ) {66) (718)
Equity earnings (loss) from affiliates... (37; (37; ()
(4 4 (k)
Other INCOME (EXDEIMSE }.uurercorrerssrersssreseseessmessisnsmensensrsssecessssssssssssssesssesssesssnane 3) 3y
— — _6 3) (I
Pretax Incomne Statement IRpact ..............c.occoceecrcrmsinmimmecemrensssmmenmenncesessnne 0 (12) (112 (127)
INCOME tAX BENELI. ...t sssicerecsmssn s sresssseserssscseretsnesieos (31)
Aftertax Income Statement IMPACL ..........coooneescoornsonecnsisincnsommarcsonssenssamesresan $ (96)

2001 Charges and Other Events

(e)  Charges recorded in the Performance Products and Services segment related to the termination of a former Pharmaceutical Services owner (83 million pretax, $2 million aftertax,
or $0.02 per share).
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Charges recorded in the Integrated Nylon segment to write down certain notes, primarily from textile fiber customers, and to write down certain non-performing assets (§12 million
pretax, $8 million aftertax, or $0.07 per share).

(g)  Charges to increase environmental and self-insurance reserves ($54 million pretax, $34 million aftertax, or $0.33 per share}.
(h)  Additional severance charges recorded to cover cost overruns associated with the 2001 restructuring program ($9 million pretax, $6 million aftertax, or $0.06 per share).
( A loss contingency due to certain unoccupied leased office space ($3 million pretax, $2 million aftertax, or $0.02 per share).

)
(i) Charges for the closure of Astaris’ elemental phosphorus production facility in Pocatello, Idaho ($37 million pretax. $37 million aftertax. or $0.35 per share).

(k)  Charges for the closure of Flexsys' dNDPA manufacturing facility in the Newport, Wales ($4 million pretax, $4 million aftertax, or $0.04 per share).
() A charge to write down the value of an e-commerce investment based upon indicators that the loss in its value was permanent ($5 million pretax. $3 million aftertax, or $0.03 per
share).
2000
Performance
Products
and Integrated Corporate/ Consoli-
Increase/(Decrease) Services _Nylen Other dated
Impact om:
Cost Of Z0OMS SO ..ovvccerrerriverccerrecnrecsreseniiecersiesnessssss s s $15 $ 15 (m)
8 8 (v)
76 76 {n)
— — 33 _33 (@)
Total cost Of ZOOS SOI.urr.vrrvermecrnirermiciiimesrsscsssenssessesssosesssenesiessesssenenne 15 76 61 152
Marketing, administrative, technological and amortization expenses........... . _6 6 (1)
Operating Income (Loss) IMPACL..........cooooooooccenrccrccrnnnicnensccressaninsccnsienns (15) (76) (67) (158)
Equity earnings (10ss) from affiliates ...........oooooccererrmerienmvesssssesssssisscrniannnns (2 ) (0
(13 (13) (5)
Gain on sale of Polymer MOGIfilers DUSINESS ........vvuervecrmmeormeenmemmerenmecsmermmeenreens 73 B
Other INCOME (EXPENSE) .uuveruruuermssuumscomersmmmenmiumscssiisssessessssessssesssessssesmesssssssmeess (8) (r)
15

—_
e R
wn s oo
o O =
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Pretax Income Statement IMpact ...,
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5
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INCOME tAX BENELt....cvvvcerrrrrrisricrinnmrerseisnessrrcsssssessscsmsssssesseessssecsssssssssssssees
Aftertax Income Statement IMPACt. ... isseceseassermeenans
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2000 Charges, Gains and Other Events

{m) Impairment charges recorded in the Performance Products and Services segment ta write down chlorobenzenes’ production assets (§15 million pretax. $10 million aftertax. or
$0.09 per share).

(n)  Impairment charges recorded in the Integrated Nylon segment to write down certain non-performing and non-strategic production assets ($76 million pretax, $47 million aftertax,
or $0.44 per share).

(o)  Charges recorded in the Integrated Nylon segment to write down certain investments in Asia based upon indicators that the loss in their values was permanent ($14 million pretax.
$8 million aftertax, or $0.07 per share) and to accrue for payment of debt obligations associated with one of the investments ($5 million pretax, $3 million aftertax, or $0.03 per
share).

(p)  Chargesrecorded in the Integrated Nylon segment to primarily reserve for advances and working capital loans to an Asian equity affiliate ($10 million pretax, $6 million aftertax, or
$0.06 per share).

{Q)  Restructuring charges for workforce reductions of approximately 700 people across all world areas and functions of the Company and the closure of certain non-strategic facilities
(853 million pretax, $33 million aftertax, or $0.31 per share).

() Charges related to the formation and startup of the Astaris joint venture ($16 million pretax, $11 million aftertax, or $0.10 per share).

(s)  Charges associatec with the impairment and closure of certain manufacturing operations in the United Kingdom for the Flexsys joint venture ($13 million pretax, $13 million
aftertax, or $0.12 per share).

(t) A gain on the sale of the Polymer Modifiers business and related manufacturing facilities (373 million pretax, $46 million aftertax, or $0.43 per share).
(0} A gain on the sale of P4 Production L.L.C., a phosphorus manufacturing venture ($15 million pretax, $9 million aftertax, or $0.08 per share).
(v} Restructuring charges related to exiting operations at the Port Plastics site in Addyston, Ohio (88 million pretax, $5 million aftertax, or $0.05 per share).

Economic Conditions and OGutlook

Solutia 1s affected by economic conditions, particularly those in the domestic housing industry and global automotive and textile
industries. Each of these industries is cyclical. A general weakening of the major global economies impacted consumer demand in these

23




marketplaces, which negatively affected Solutia’s sales volumes and selling prices starting in the latter half of 2000 and continuing through
2002.

During the first three quarters of 2002, Solutia experienced lower feedstock raw material and energy costs in comparison to 2001. This
decrease was mostly offset by continued weakness in consumer demand. As a result of the weak demand and significant available capacity in
the markets the Company serves, selling prices eroded and Solutia was unable to capture the full benefit of declining raw material and
energy costs. In the fourth quarter of 2002, significant increases in raw material and energy costs were experienced due to the impact of
geopolitical factors on these markets, In 2003, Solutia expects raw material and energy costs to remain above their five-year historical
averages, mitigated by a modest increase in demand, continued reductions in employee and contractor expenses due to cost management,
disciplined capital and growth spending and improved manufacturing operating rates. If, however, raw material and energy costs rise
dramatically above historical averages, the Company does not expect to be able to fully offset with price increases or further cost
containment activities, potentially resulting in a significant negative impact on profitability, particularly within the Integrated Nylon
segment.

Financial Condition

On December 2, 2002, Solutia signed a definitive agreement to sell its resins, additives and adhesives businesses to UCB S.A. for
$500 million in cash, plus an upfront payment of $10 million for a period of exclusivity. On January 31, 2003, the sale was completed.
Proceeds from the divestiture were used to pay down all of the borrowings under the amended credit facility, provide $39 million cash
collateral for certain outstanding letters of credit and purchase the co-generation facility at Pensacola, Florida for $32 million in accordance
with bank agreements. The Company retained certain tax liabilities related to the divested businesses and expects to pay approximately
$30 million in 2003 related to these liabilities.

Solutia’s financial condition improved in 2002 with the successtul refinancing of the $150 million, 6.5 percent notes and the revolving
credit facility, both of which came due in the second half of 2002. Operating cash flow, divestiture proceeds and borrowings from the
revolving credit facility provided the primary sources of funds to finance operating needs and capital expenditures during the year. Free cash
flow from continuing operations, defined as cash from operations less capital expenditures, was $68 million for 2002, compared to negative
free cash flow of $57 million for 2001. This increase is indicative of the heightened emphasis on cash generation and working capital
management the Company has placed on all of its operating units.

In 2002, cash generated from continuing operations was $127 million, up $101 million from $26 million in 2001. The improvement was
primarily attributable to higher income tax refunds, lower working capital, stronger operating earnings and lower severance payments. Cash
generated from continuing operations in 2001 decreased from $177 million in 2000 because of lower net earnings associated with recession-
like economic conditions experienced in the U.S. during 2001.

Capital spending efficiency has been a focus area for the Company. Spending decreased $24 million to $59 million in 2002, compared to
$83 million in 2001 and $211 million in 2000. These expenditures were used to fund various cost reduction, maintenance and revenue growth
expansion projects. The Company expects that its capital requirements in 2003 will be approximately $80 million, including approximately
$32 million for the purchase of the co-generation facility in Pensacola, Florida, currently under an operating lease arrangement. The
majority of the remainder of capital expenditures in 2003 will be for maintenance and cost reduction projects. Approximately $7 million of
estimated capital requirements were committed at December 31, 2002.

Net cash used for acquisitions completed during 2002 totaled approximately $5 million for the purchase of Axio Research Corporation,
a coniract research organization providing clinical trial design and data management. This compares to no acquisitions in 2001 and
approximately $118 million in 2000, which included the CarboGen Holdings AG and AMCIS AG acquisitions. Solutia used approximately
$30 million in 2002 and $31 million in 2001 for investment payments to keep the Astaris joint venture in compliance with its financial
covenants.

The Company continues to divest certain non-strategic businesses in order to focus resources on core businesses. The proceeds from
these and other asset sales generated $109 million in 2002, compared to $9 million in 2001 and $220 million in 2000. Proceeds generated in
the current year primarily included the sale of the Company’s 50 percent interest in the Advanced Elastomer Systems joint venture to
ExxonMobil Chemical Company, a subsidiary of Exxon Mobil Corporation for approximately $102 million.

Total debt decreased by $112 million to $1,197 million compared to $1,309 million at the end of 2001 and consisted of borrowings under
the amended credit facility, notes, indenture and debentures. The decrease was primarily driven by divestiture proceeds, income tax refunds
and lower working capital requirements. B

Solutia’s working capital from continuing operations increased by $299 million to negative $270 million in 2002 compared to negative
$569 million in 2001. The increase in the working capital position primarily resulted from lower short-term debt. Short-term debt decreased
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because of the maturity of the Company’s $150 million of 6.5 percent notes due in October of 2002, divestiture proceeds, income tax refunds
and lower working capital.

Solutia had a shareholders’ deficit of $249 miltion at December 31, 2002 compared to $113 million at December 31, 2001. The
$136 million decline was principally caused by lower 2002 earnings, which included a goodwill impairment loss of $167 million during the
first quarter of 2002 for the resins and additives business, which is presented as discontinued operations. Favorable currency translation
adjustments, principally related to the increase in value of the euro, were offset by a charge to accumulated other comprehensive loss for a
minimum pension liability.

During 2000, Solutia repurchased 7.7 million shares of its common stock at a cost of $106 million. On April 26, 2000, the board of
directors authorized the repurchase of up to 15 million additional shares of Solutia common stock. Under this authorization, Solutia has the
authority to repurchase an additional 12.1 million shares of its common stock. Solutia has currently suspended this program and has not
repurchased any shares since October 2000 and is barred from further purchases under the terms of the revolving credit facility.

Liquidity
The Company’s primary sources of liquidity have been and will continue to be cash from operations, divestiture proceeds, borrowings

from its revolving credit facility and other external financing sources. At December 31, 2002, after consideration of $78 million of letters of
credit outstanding under the credit facility, the Company had capacity to borrow up to $140 million.

Amended Credit Facility

On July 25, 2002, Solutia and its bank syndicate amended Solutia’s revolving credit facility. The amendment extended the maturity of
the facility until August 2004. It also reduced the facility from $800 million to $600 million and separated the facility into a $300 million term
loan and a $300 million revolving credit facility. The term loan was paid with proceeds from the sale of the resins, additives and adhesives
businesses on January 31, 2003. The amended credit facility required the Company to cash collateralize certain outstanding letters of credit.
Fees, expenses and other costs associated with the amended credit facility and cash collateralization of letters of credit totaled $33 million.
The amended credit facility is available for working capital and other general corporate purposes.

In September 2002, Solutia negotiated an amendment to its revolving credit facility which reduced the amount of debt outstanding as
defined in the credit agreement for purposes of the leverage covenant ratio. Solutia deposited approximately $155 million from the proceeds
of the Senior Secured Notes offering which occurred in July 2002 with the trustee for the $150 million of 6.5 percent notes due October 15,
2002, to pay the principal and interest at maturity. However, the principal amount of the 6.5 percent notes due October 15, 2002, was still
considered outstanding debt under the amended credit facility. The amendment eliminated the $150 million of 6.5 percent notes due
October 15, 2002, from consideration in the leverage covenant ratio. Without the amendment, Solutia would not have been in compliance
with the leverage coverage ratio at September 30, 2002.

In order to facilitate the sale of the resins, additives and adhesives businesses to UCB S.A. and to be in compliance with the interest
coverage ratio at December 31, 2002, the Company was required to obtain amendments to its revolving credit facility. Effective December
24,2002, the facility was amended to modify certain financial covenants, release any collateral that is subject to the divestiture and release all
liens on the property of the European subsidiary borrowers upon the repayment in full of the principal and interest of all amounts
outstanding in connection with the divestiture. Without the amendment, Solutia would not have been able to sell its resins, additives and
adhesives businesses or been in compliance with the interest coverage ratio at December 31, 2002.

Guarantees

Solutia’s obligations and the obligations of its subsidiary borrowers under the amended credit facility are guaranteed by CPFilms Inc.,
Monchem International, Inc., Monchem, Inc., Solutia Systems, Inc. (the “Subsidiary Guarantors”) and each of Solutia’s subsequently
acquired or organized domestic subsidiaries, subject to certain exceptions. In addition, Solutia Inc. guarantees the payment of amounts due
from subsidiary borrowers under the amended credit facility.

Collateral

Borrowings under the amended credit facility as well as the beneficiaries of the Astaris support agreement, the lessee under the co-
generation facility at Pensacola, Florida and holders of certain designated letters of credit are secured by a majority of the Company’s assets.
Specifically, the Company has pledged the following: (1) liens on all of Solutia Inc.’s inventory and receivables and those of the Subsidiary
Guarantors, (2) pledges of 100 percent of the stock of Monchem, Inc. and Solutia Systems, Inc. and 65 percent of the voting stock and
100 percent of all other stock of Monchem International, Inc., (3) liens on intercompany debt of and held by Monchem, Inc., Monchem
International, Inc. and Solutia Systems, Inc., (4) pledges of 65 percent of the voting stock (and 100 percent of all other stock) of Solutia
Europe, S.A/N.V. and Solutia U. K. Holdings Limited, (5) a lien on certain principal properties, (6) a lien on certain intellectual property;
and (7) liens on property, plant and equipment, inventory, receivables and certain intellectual property of four European subsidiaries. The
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aggregate amount of Solutia’s obligations entitled to the benefit of the lien on principal properties is limited to 15 percent of its consolidated
net tangible assets, as determined at the date that the lien was granted. On January 31, 2003, item (7) liens were released because of the
paydown of the credit facility with the proceeds from the sale of resins, additives and adhesives businesses.

In addition, borrowings under the amended credit facility are secured by liens shared equally and ratably with the holders of Solutia’s
outstanding publicly traded notes and senior secured notes described below. These include a lien on (1) certain other principal properties,
(2) 100 percent of the stock of CPFilms Inc., and (3) pledges of intercompany debt of CPFilms Inc; and a second-priority lien shared equally
and ratably on the principal properties on which the banks have a first priority lien. The amended credit facility also contains customary
representations and warranties and affirmative and negative covenants.

Interest

Borrowings under the amended credit facility bear interest at a floating rate based on LIBOR, plus an applicable margin. The margin
for LIBOR loans is 5.75 percent and will increase by 50 basis points in July 2003 and an additional 50 basis points in January 2004. A
premium in the amount of 2 percent of the principal repaid on the term loan will apply until July 25, 2003, and a premium of 1 percent will
apply to such principal payments thereafter,

Covenants

The amended credit facility requires Solutia to meet certain financial tests, including, but not limited to, maximum leverage and
minimum interest coverage ratios. In addition, the amended credit facility contains certain covenants which, among other things, limit the
incurrence of additional debt, aggregate capital expenditures, guarantees, liens, investments, asset sales, dividends, restricted payments,
acquisitions, mergers and consolidations, change of business, transactions with affiliates, prepayments of debt, repurchases of stock and
redemptions of certain other indebtedness and other matters customarily restricted in such agreements.

Senior Secured Notes

On July 9, 2002, Solutia completed a private placement of 223,000 units consisting of $223 million of senior secured 7-year notes and
warrants to purchase 5,533,522 shares of common stock at an exercise price of $7.59 per share. The 7-year notes were issued by SOI Funding
Corp., a special purpose entity, and the offering resulted in cash proceeds, net of estimated fees, of $193 million, which were placed in
escrow pending amendment of Solutia’s credit facility, as described under “Amended Credit Facility” above and assumption of SOI
Funding Corp.’s obligations under the notes. Both of these events occurred on July 25, 2002, at which time the net offering proceeds were
released from escrow. Solutia deposited approximately $155 million of the proceeds with the trustee for the $150 million of 6.5 percent notes
due October 15,2002, to pay the principal and interest at maturity. The remaining proceeds were used to pay fees, expenses and other costs
related to the amended credit facility, cash collateralize existing letters of credit and repay a portion of borrowings under Solutia’s amended
credit facility. The discount associated with this offering, which includes the value given to the warrants, will be non-deductible for income
tax purposes.

Guarantees

All of the subsidiaries that guarantee the obligations under Solutia’s amended credit facility fully and unconditionally guarantee the
notes on a joint and several basis. Certain of Solutia’s future domestic subsidiaries will be required to execute similar guarantees. The
subsidiary guarantees will each rank in right of payment equal to each subsidiary guarantor’s existing and future senior debt.

Collateral

The notes and guarantees are secured by a first-priority lien (shared with (A) holders of our bank obligations, (B) the beneficiaries of
the Astaris support agreement, (C) the lessee under the co-generation facility at Pensacola, Florida and (D) holders of certain designated
letters of credit) on the following assets: (1) certain principal properties, (2) pledges of 100 percent of the stock of CPFilms Inc., and
(3) intercompany debt of CPFilms Inc.; and a second-priority lien on the following assets: (1) 65 percent of the voting stock (100 percent of
all other stock) of Monchem International, Inc. and 100 percent of the stock of the remaining Subsidiary Guarantors, Monchem, Inc. and
Solutia Systems, Inc., (2) intercompany debt of and held by the Subsidiary Guarantors (other than CPFilms Inc.), (3) substantially all of
Solutia’s and the Subsidiary Guarantors’ accounts receivable and inventory and certain intellectual property, (4) 65 percent of the voting
stock (and 100 percent of all other stock) of two foreign subsidiaries, and (5) certain of the principal properties.

Interest Expense

The weighted average interest rate on Solutia’s total debt outstanding at December 31, 2002, was approximately 7.8 percent and
6.1 percent at December 31, 2001. Interest expense, giving effect to the new facilities and the divestiture of the resins, additives and
adhesives businesses, was $84 miltion in 2002 compared to $70 million in 2001. The increase resulted from the new credit facilities entered
into during 2002, which carried higher interest rates. Interest expense is expected to be approximately $90 million for 2003, an increase over
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2002 levels because of the full year’s impact of the senior secured notes. Included in the 2003 estimate for interest expense is approximately
$15 million of amortization of debt discount and issuance costs primarily for the amended credit facility and the senior secured notes.

Gff-Balance Sheet Arrangements

In 1993, a co-generation facility was constructed at the Pensacola, Florida manufacturing site to provide the plant with electricity and
steam. Solutia financed the construction by placing the co-generation facility in a trust that was funded by a syndicate of commercial banks.
This arrangement enabled the Company to lease the facility rather than acquire it. Solutia makes operating lease payments of approxi-
mately $2 million annually and the lease term is co-terminous with the amended credit facility. As required by the amended credit facility,
Solutia used a portion of the proceeds from the sale of the resins, additives and adhesives businesses to purchase the co-generation facility
from the trust for approximately $32 million during the first quarter of 2003,

In 1999, the Company’s corporate headquarters office building was constructed in St. Louis, Missouri. Solutia financed the construction
of the building by placing the facility in a trust that was funded by a syndicate of financial institutions. This arrangement enabled the
Company to lease the facility rather than acquire it. Solutia makes operating lease payments of approximately $3 million annually. The lease
term expires in August 2007, at which time the Company has the option to refinance the building through a similar lease arrangement,
purchase the building from the trust for the lease balance of approximately $43 million or sell the building on behalf of the trust and deliver
the proceeds to the trust. Solutia has provided the trust a residual value guaranty of approximately $35 million in the event that the building
is sold for less than the lease balance or cannot be sold. Although current commercial real estate values in the St. Louis, Missouri
metropolitan area have declined recently because of the general weakening of the economy in the U.S., the Company estimates that the fair
value of the building exceeds the residual value guaranty and will continue to do so in the foreseeable future. As a result, the Company does
not expect this guarantee to have a financial statement impact. The Company intends to refinance the building with a similar leasing
arrangement when the current lease expires. As further discussed in Recently Issued Accounting Standards, the Company is currently
evaluating the effects of the newly issued Interpretation No. 46 “Consolidation of Variable Interest Entities” (FIN 46). Based on the terms
of the lease agreements and the residual value guarantee Solutia provides to the trust, the Company expects to be the primary beneficiary as
defined by FIN 46. As a result, Solutia would be required to consolidate the assets and liabilities held by the trust in the third quarter of
2003.

Contingencies

In connection with the completion of the external financing agreement for Astaris, which expires in September of 2005, Solutia and its
equal partner in the venture, FMC Corporation, contractually agreed to provide Astaris with funding in the event the joint venture fails to
meet certain financial benchmarks. The financial benchmarks were based on forecasted earnings that were developed when the joint
venture was formed in April 2000. Astaris’ earnings have fallen short of the forecast underlying its external financing agreement due to
numerous factors including significantly less than planned utilization of its purified wet acid technology, lower sales volumes and lower
average selling prices due to the prolonged weak U.S. economy. As a result of these earnings shortfalls versus the original expectations
developed at the time the venture was formed, Solutia has been required to make additional investments of $30 million in 2002 and
$31 million in 2001 to the joint venture. These payments have largely been used to reduce debt outstanding within the venture. At
December 31, 2002, net debt (total debt less cash) for Astaris totaled $160 million, $59 million lower than net debt at the end of the prior
year. Solutia and its partner FMC are evaluating other financing alternatives for the joint venture. However, if no new financing
arrangements are in place for 2003, Solutia anticipates required contributions of approximately $50 million for 2003, Contributions are
recorded in the Investments in Affiliates line on the Statement of Consolidated Financial Position.

Because of the size and nature of its business, Solutia is a party to numerous legal proceedings. Most of these proceedings have arisen in
the ordinary course of business and involve claims for money damages. In addition, at the time we became an independent company, we
assumed liabilities related to specified legal proceedings from the former Monsanto Company (now known as Pharmacia Corporation),
under an agreement known as the Distribution Agreement. As a result, although Monsanto remains the named defendant, the Company is
required to manage the litigation and indemnify Monsanto for costs, expenses and judgments arising from the litigation. While the results of
litigation cannot be predicted with certainty, the Company does not believe, based on currently available facts, that the ultimate resolution
of any of these preceding matters will have a material adverse effect on our financial position or liquidity in any one year. However,
resolution in those cases involving the alleged discharge of polychlorinated biphenyls (“PCBs”) from the Anniston, Alabama plant site and
the Penndot case, may have a material adverse effect on net income in a given vear, although it is impossible at this time to estimate the
range or amount of any such liability. In addition, there cannot be any assurance that any final judgment against the Company in the
Anniston, Alabama cases, if upheld on appeal, will not have a material adverse effect on financial position and liquidity.

Commitments

Solutia has entered into agreements with certain customers to supply a guaranteed quantity of certain products annually at prices
specified in the agreements. In return, the customers have advanced funds to Solutia to cover the costs of expanding capacity to provide the
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guaranteed supply. Solutia has recorded the advances as deferred credits and amortizes the amounts to income as the customers purchase
the products. The unamortized deferred credits were approximately $161 million at December 31, 2002, and approximately $175 million at
December 31, 2001.

Solutia’s obligations and the obligations of its subsidiary borrowers under the amended credit facility are guaranteed by CPFilms Inc.,
Monchem International, Inc., Monchem, Inc., Solutia Systems, Inc. (the “Subsidiary Guarantors”) and each of Solutia’s subsequently
acquired or organized domestic subsidiaries, subject to certain exceptions. In addition, Solutia Inc. guarantees the payment of amounts due
from subsidiary borrowers under the amended credit facility. All of the subsidiaries that guarantee the obligations under Solutia’s amended
credit facility fully and unconditionally guarantee the senior secured notes on a joint and several basis. Certain of Solutia’s future domestic
subsidiaries will be required to execute similar guarantees. The subsidiary guarantees will each rank in right of payment equal to each
subsidiary guarantor’s existing and future senior debt.

The following tables summarize Solutia’s contractual obligations and commercial commitments as of December 31, 2002 (dollars in
millions).

Payments Due by Period 2008 and

Contractual Obligations _Total 2003 2004 2005 2006-2007 thereafter

Credit FACHItY..ovcoverrvnservverrsesenesensssscassessmsesssssssssessassesssssssns $ 357 $357 § — § — § — S
Long-Term Debt 881 — 150 208 — 523
Capital Lease OblGations..........cvecrremmressiiemiensscvsnssssencrcrseessosns 4 2 1 1 — —
OPRIALNG LEASES ...vunurrmnrenrecrcrrrrinriecnicaressrmeenmiensannisreconsessssssssnne 133 20 19 13 58 23
Unconditional Purchase Oblgations...............ecmcreenecerecssnns 67 3 6 S 10 43
Standby Letters of Credit®.........mmmrmrmsmrmsmssnsnseesssnsson 157 157 —~ — — —
Environmental LIabilities........oc..ovvcccorvcmmvermcermeemmeersasmsesionenccesseessie 146 38 27 19 22 40
Unfunded Pension Obligations® ..........comvevvvovorniossonnn 587 — — 178 306 103
Unfunded Other Postretirement Obligations®)..........ovvereen 803 78 74 68 99 434
Other Commercial Commitments@............oocvuvrsmrcrrssessren _m 9% 1 3 U 9
Total Contractual Cash OBHZAHONS .vvceveverrvvnvccercrerssssseninarernen $3378 $750 $289 $505 $519 81315

(a)  Includes a $40 million letter of credit Solutia will provide to Monsanto associated with the Penndot Protocol agreement signed on March 3, 2003, as discussed in Item 3 to this
report.

{(b)  Represents estimated contributions required to be made by the Company into the Pension trust based on current actuarial assumptions, However, the Company may elect to make
voluntary contributions to the Pension trust in 2003 and 2004 which could change the scheduled payments provided above.

(c)  Payments are net of participant contributions.

(d)  Other commercial commitments in 2003 represent estimates of anticipated cash contributions to the Astaris joint venture, exercise of the purchase option for the co-generation
facility at Pensacola, Florida, and agreements with customers to supply a guaranteed quantity of certain products annually at prices specified in the agreements. For 2004 and
thereafter, other commercial commitments represent agreements with customers to supply a guaranteed quantity of certain products annually at prices specified in the agreements.

Solutia believes that it has sufficient liquidity to finance its needs for the next 12 months.

Legal Matters

As discussed in Item 3 to this report, because of the size and nature of its business, Solutia is a party to numerous legal proceedings.
Most of these proceedings have arisen in the ordinary course of business and involve claims for money damages. In addition, at the time we
became an independent company, we assumed liabilities related to specified legal proceedings from the former Monsanto Company (now
known as Pharmacia Corporation), under an agreement known as the Distribution Agreement. As a result, although Monsanto remains the
named defendant, the Company is required to manage the litigation and indemnify Monsanto for costs, expenses and judgments arising
from the litigation. While the results of litigation cannot be predicted with certainty, the Company does not believe, based on currently
available facts, that the ultimate resolution of any of these preceding matters will have a material adverse effect on our financial position or
liquidity in any one year. However, resolution in those cases involving the alleged discharge of polychlorinated biphenyls (“PCBs”) from
the Anniston, Alabama plant site and the Penndot case, may have a material adverse effect on net income in a given year, although it is
impossible at this time to estimate the range or amount of any such liability. In addition, there cannot be any assurance that any final
judgment against the Company in the Anniston, Alabama cases, if upheld on appeal, will not have a material adverse effect on financial
position and liquidity.
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Environmental Matters

Solutia continues its strong commitment to comply with laws and government regulations concerning environmental matters and
employee safety and health in the United States and other countries. U.S. environmental legislation that has a particular impact on the
Company includes the Toxic Substances Control Act; the Resource Conservation and Recovery Act; the Clean Air Act; the Clean Water
Act; the Safe Drinking Water Act; and the Comprehensive Environmental Response, Compensation and Liability Act (commonly known
as Superfund). The Company is also subject to the Occupational Safety and Health Act and regulations of the Occupational Safety and
Health Administration (“OSHA”) concerning employee safety and health matters. The U.S. Environmental Protection Agency, OSHA
and other federal agencies have the authority to promulgate regulations that have an impact on the Company’s operations. In addition to
these federal activities, various states have been delegated certain authority under several of these federal statutes. Many state and local
governments have adopted environmental and employee safety and health laws and regulations, many of which meet federal requirements
for delegation of federal mandates to state entities. State or federal agencies having lead enforcement authority may seek fines and penalties
for violation of these laws and regulations.

Solutia is dedicated to long-term environmental protection and compliance programs that reduce and monitor emissions of hazardous
materials into the environment as well as to the remediation of identified existing environmental concerns. Solutia is among the leaders in
Responsible Care, the chemical industry’s performance-enhancement program.

Expenditures in 2002 were approximately $5 million for environmental capital projects and approximately $88 million for the
management of environmental programs. Included in environmental program management is the operation and maintenance of facilities
for environmental control, which is expensed in the period incurred, and $26 million for remediation activity, which was charged against
recorded environmental liabilities. Solutia estimates that a total of approximately $6 million will be spent during 2003 on additional capital
projects for environmental protection and that expenses for the management of environmental programs in 2003 will increase from the 2002
levels. Recoveries from third parties were $5 million in 2002, and no recoveries in 2001 and 2000. Recoveries in 2003 are expected to
approximate 2002 recoveries. In addition, Solutia expects to incur expenditures in the range of $30 million to $40 million annually for
remediation activities, inclusive of the Company’s proposed accelerated remediation activities in Anniston, Alabama, for the foreseeable
future.

At the time of the spinoff, Solutia assumed liabilities related to specified Superfund proceedings from the former Monsanto Company
{now Pharmacia Corporation), under the Distribution Agreement between Monsanto and Solutia. As a result, while Monsanto remains the
named potentially responsible party or defendant for actions that occurred before September 1, 1997, Solutia manages these proceedings
and litigation against Monsanto and indemnify it for any costs, expenses and judgments arising from these proceedings.

Solutia’s estimates of its liabilities for Superfund sites are based on evaluations of currently available facts with respect to each
individual site and take into consideration factors such as existing technology, laws and agency policy and prior experience in remediation of
contaminated sites. As assessments and remediation activities progress at individual sites, these liabilities are reviewed periodically and
adjusted to reflect additional technical, engineering and legal information that becomes available. Solutia had an accrued Lability of
$24 million as of December 31, 2002, for Superfund sites. Major Superfund sites in this category include the noncompany-owned sites at
Brio and MOTCO in Texas, and Fike/Artel in West Virginia, which account for $16 million of the accrued amount. Solutia spent
approximately $5 million in 2002 for remediation of Superfund sites.

Solutia had an accrued Liability of $63 million as of December 31, 2002, for plants no longer in operation and third-party sites for which
it assumed responsibility under the Distribution Agreement entered into with Monsanto. Solutia’s estimate of its liability related to these
sites is based on evaluations of currently available facts with respect to each individual site. The estimate takes into consideration factors
such as existing technology, laws and agency policy, and prior experience in remediation of contaminated sites. The Company spent
$11 million in 2002 for remediation of these sites. In addition, the Company has proposed accelerated remediation activities in Anniston,
Alabama, and if the necessary regulatory and judicial approvals are obtained, the Company expects to incur a charge of approximately
$30 million in 2003.

Solutia had an accrued Liability of $59 million as of December 31, 2002, for solid and hazardous waste remediation, and for post-closure
costs at the Company’s operating focations. Solutia recognizes certain post-closure costs over the estimated remaining useful life of the
related facilities. Solutia spent $10 million in 2002 for remediation of these facilities.

Uncertainties related to all of Solutia’s environmental liabilities include changing governmental policy and regulations, discovery of
unknown conditions, judicial proceedings, the method and extent of remediation and future changes in technology. The Company believes
that these matters, when ultimately resolved, which may be over an extended period of time, will not have a material adverse effect on the
consolidated financial position or liquidity, but could have a material adverse effect on net income in any given period.
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Self-Insurance

Solutia has purchased commercial insurance in order to reduce its exposure to future legal costs, settlements and judgments related to
workers’ compensation, product, general, auto and operations liability claims from continuing operations. Because some of these claims are
for amounts lower than the policy deductible amounts or are not covered by insurance, Solutia maintains self-insurance reserves to reflect its
estimates of such future uninsured costs. The majority of Solutia’s self-insurance reserves and a portion of its commercial liability insurance
policies are associated with estimated product liabilities that Solutia inherited in the spinoff from Monsanto Company in 1997 and for
products that are no longer produced.

Solutia had an accrued Lability of §102 million as of December 31, 2002 and $109 million as of December 31, 2001 for self-insurance
liabilities. Self-insurance expense was $25 million in 2002, $40 million in 2001 and $13 million in 2000. Solutia recorded a charge in 2001 of
$20 million to cost of goods sold to increase its self-insurance reserves. This charge was necessary to bring the aggregate self-insurance
liability to an appropriate balance based upon recent loss experience and updated actuarial assumptions. Gross payments related to this
liability were $47 million in 2002, $34 million in 2001 and $54 million in 2000. Recoveries from third parties were $16 million in 2002,
$10 million in 2001 and $4 miltion in 2000. Based upon recent history, insurance policies and current actuarial assumptions, it is expected
that annual gross payments related to this liability will be in the range of $40 million to $45 million for 2003 and recoveries in 2003 are
expected to approximate 2002 recoveries.

Employee Benefits

Employee benefits include noncontributory defined benefit pension plans and other postemployment programs that provide certain
health care and life insurance benefits (OPEB). The Company also has stock option plans covering officers and employees and a non-
employee director compensation plan for non-employee members of Solutia’s board of directors.

Under the provisions of SFAS No. 87, “Employers’ Accounting for Pension and SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pension,” measurement of the obligations under the defined benefit pension plans and the OPEB plans
are subject to a number of assumptions. These include the rate of return on pension plan assets, health care cost trend rates and the rate at
which the future obligations are discounted to value the liability at December 31st of each year presented in the Statement of Consolidated
Financial Position.

The assumed long-term rate of return on pension plan assets was 9.25% in 2002 and is expected to be 9.00% in 2003. The Company
estimated its assumed long-term rate of return based on its historical rate of return experienced by the plan assets adjusted for assumed
asset allocation and forecasted capital market returns. The plan asset allocation for 2002 was approximately 65% equity instruments,
30% fixed income instruments and 5% other. The assumed plan asset allocation for 2003 will be similar to 2002. Pension expense was
$40 million in 2002, $19 million in 2001 and $10 million in 2000. Pension expense is expected to be $35 million to $40 million for 2003, which
wilt include amortization of approximately $10 million of unrealized losses. The 25 basis point change in the assumed long-term rate of
return will result in a $3 million increase to pension expense.

The Company’s annual measurement date is December 31 for the pension and OPEB plans. The discount rate used to remeasure the
obligations was 6.75% in 2002 and 7.00% in 2001. Historically, the Company has based its discount rate on a review of long-term bonds that
receive one of the two highest ratings given by a recognized rating agency. A 25 basis point change in the discount rate results in a
$27 million change in the pension projected benefit obligation and $1 million change in pension expense. A 25 basis point change in the
discount rate results in a $9 million change in the accumulated benefit obligation for the OPEB plans and an immaterial change to OPEB
expense.

The Company estimated the five-year assumed trend rate for healthcare costs to be 10% and the ultimate trend rate for healthcare costs
to be 5% for 2003. This represents a change from the Company’s 2002 estimate of assumed and ultimate trend rates for healthcare costs of
5.25%. Five year trend rate assumption was adjusted in 2002 to reflect recent experience. The rate is assumed to decrease to 5.0% by 2008
and remain at that level thereafter. This change in estimate will result in an increase of approximately $2 million to OPEB expense in 2003.

Under SFAS No. 123, ““Accounting for Stock-Based Compensation,” the Company has elected to account for stock options under APB
Opinion No. 25, “Accounting for Stock Issued to Employees,” based on their intrinsic value at the date of grant. Because options are
granted at market value, there is no intrinsic value and resultant compensation expense. If the Company had accounted for options based on
the method proscribed by SFAS No. 123, pro forma earnings (loss) would have been $(158) million in 2002, $(67) million in 2001 and
$42 million in 2000 and diluted earnings (loss) per share would have been $(1.51) in 2002, $(0.64) in 2001 and $0.39 in 2000. That
methodology vields an estimate of fair value based on a measurement method that contains a number of management estimates, including
estimated option life and future volatility. Changes in these assumptions could significantly impact the estimated fair value of the options.
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Pension Plan Funded Status

The majority of Solutia’s employees are covered under noncontributory defined benefit pension plans. The pension plans are funded in
accordance with Solutia’s long-range projections of the plan’s financial conditions. These projections take into account benefits earned and
expected to be earned, anticipated returns on pension plan assets and income tax and other regulations.

During 2002, Solutia recorded a $17 million non-cash pension settlement loss as required by SFAS No. 88, “Employers’ Accounting for
Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits,” because of the significant amount of lump
sum distributions from the pension plans in 2002.

As a result of the decline in the fair value of plan assets, and, to a lesser extent, higher benefit obligations resulting from a lower
discount rate, the amount of pension plan underfunding in the pension plans increased to $587 million as of December 31, 2002, As a result
of the underfunded status of the pension plans and in accordance with SFAS No. 87, “Employers’ Accounting for Pensions,” Solutia
recorded a non-cash minimum pension liability of $262 million, an intangible asset of $68 million, an aftertax charge to shareholders’ deficit
of $122 million and a related deferred tax asset of $72 million as of December 31, 2002.

The Company is actively managing the funding of the pension plan in order to meet the requirements of the IRS and the Pension
Benefits Guarantee Corporation (a U.S. federal agency). In the third quarter of 2002, Solutia made discretionary contributions of
$17 million to reduce the probability of larger contribution requirements in the future and to utilize available tax benefits. According to IRS
funding rules, Solutia does not expect to be required to make a pension contribution in 2003. However, future discretionary contributions
will be considered based on actual market returns, pension cost projections and tax and other financial considerations.

Derivative Financial Instruments

Solutia’s business operations give rise to market risk exposures that result from changes in currency exchange rates, interest rates and
certain commodity prices. To manage the volatility relating to these exposures, Solutia enters into various hedging transactions that enable
it to alleviate the adverse effects of financial market risk. Solutia’s hedging transactions are carried out under policies and procedures
approved by the Audit and Finance Committee of the board of directors, which do not permit the purchase or holding of any derivative
financial instruments for trading purposes. Note 7 to the Consolidated Financial Statements includes a discussion of the Company’s
accounting policies for financial instruments.

Foreign Currency Exchange Rate Risk

Solutia manufactures and sells its products in a number of countries throughout the world and, as a result, is exposed to movements in
foreign currency exchange rates. Solutia uses foreign currency hedging instruments to manage the volatility associated with foreign currency
purchases of materials and other assets and liabilities created in the normal course of business. Solutia primarily uses forward exchange
contracts and purchased options to hedge these risks with maturities of less than 18 months. Solutia also enters into certain foreign currency
derivative instruments primarily to protect against exposure related to intercompany financing transactions. Corporate policy prescribes the
range of allowable hedging activity and the instruments that are permitted for use. Because the counterparties to these contracts are major
international financing institutions, credit risk arising from these contracts is not significant, and Solutia does not anticipate any
counterparty losses.

At December 31, 2002, Solutia had currency forward contracts to purchase and sell $413 million of currencies, principally the U.S.
dollar, euro, Swiss Franc and United Kingdom Pound-Stetling, with average maturities of six months.

Based on the Company’s overall currency rate exposure at December 31, 2002, including derivative and other foreign currency
sensitive instruments, a near-term change in currency rates, within a 95 percent confidence level based on historical currency rate
movements, would not materially affect Solutia’s financial statements,

Interest Rate Risk

Interest rate risk is primarily related to the changes in fair value of fixed-rate long-term debt and short-term, floating rate debt. Solutia
believes its current debt structure appropriately protects the Company from changes in interest rates and is not actively using any contracts
to manage interest rate risk. Based on the Company’s overall interest rate exposure at December 31, 2002, a near-term change in interest
rates, within a 95 percent confidence level based on historical interest rate movements, would not materially affect Solutia’s financial
statements, This is consistent with the overall interest rate exposure at December 31, 2001. A 1 percent increase in the LIBOR rate would
have increased interest expense by approximately $4 million during 2002, assuming the debt composition at December 31, 2002, was
consistent throughout the year.
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Commodity Price Risk

Certain raw materials and energy sources used by Solutia are subject to price volatility caused by weather, crude oil prices, supply
conditions, political and economic variables and other unpredictable factors. Solutia routinely uses forward and option contracts to manage
a portion of the volatility related to anticipated energy purchases.

Restructuring Activities

During 2000, Solutia recorded restructuring charges of $53 million to cost of goods sold for costs associated with workforce reductions
and the closure of certain non-strategic facilities. The restructuring was part of an enterprise-wide cost reduction initiative that was targeted
to achieve $100 million in annual savings. The closure of non-strategic facilities is not anticipated to have a significant impact on future
operations.

During 2001, Solutia reduced its workforce by approximately 700 positions and eliminated more than 750 contractor positions, While
savings from the restructuring program are difficult to estimate, given the nature of the activities, the corollary benefits achieved and the
timing of the actions taken, the best estimate of the savings realized during 2001 from Solutia’s restructuring actions was approximately
$60 million in continuing operations. These savings were primarily reflected in cost of goods sold. Solutia received approximately
$94 million in cumulative savings in continuing operations during 2002 as compared with 2000, primarily reflected in cost of goods sold, from
reduced employee and contractor expenses. Cash outlays associated with the restructuring actions were funded from operations.
Approximately 90 percent of the workforce reductions affected North American business and manufacturing operations, and approxi-
mately 10 percent affected European, Asian and Latin American operations and sales offices. Management positions represented
approximately one-third of the workforce reductions. During 2001, Solutia determined that the original provision taken for its 2001
restructuring program was insufficient to cover its total costs. Actual costs to terminate certain European and North American management
employees and certain employee benefit costs for involuntary terminations were higher than the original estimates. As a result, Solutia
recorded additional restructuring charges of $9 million to cost of goods sold to cover these higher costs. The restructuring actions
contemplated by this reserve were completed by the end of 2001. Certain severance payments owed to individuals terminated late in the
fourth quarter of 2001 were included in accrued liabilities at December 31, 2001, and were paid during the first quarter of 2002.

Asset Impairments

During 2000, Solutia recorded to cost of goods sold impairment charges of $76 million, primarily to write down certain non-performing
and non-strategic fiber spinning, drawing and packaging equipment which supports several of Integrated Nylon's product lines. Solutia also
recorded an impairment charge to cost of goods sold in the Performance Products and Services segment of $15 million for the write down of
chlorobenzenes’ production equipment. The impairments were indicated by current period operating losses and projections of continued
losses primarily because of the noncompetitive cost positions these businesses have and the competitive market conditions that they face.
The carrying values of the assets were written down as determined by discounting expected future cash flows, using an appropriate discount
rate. The assumptions used in the cash flow projections approximated market conditions experienced in 2000. These conditions are not
expected to improve significantly in the foresecable future. The cash flow assumptions included declining demand and market share
combined with decreased operating margins, Lower operating margins reflect the non-competitive cost position of these businesses and the
impact of lower selling prices associated with an extremely competitive operating environment. Annual depreciation charges associated
with these assets of approximately $10 million will no longer be reflected in cost of goods sold. Solutia will continue to operate these assets
as they contribute to the recovery of fixed costs. Also during 2000, the Company recorded an impairment charge of $6 million to
administrative expenses for the write down of capitalized software costs related to the formation of the Astaris joint venture.

See Notes 4 and S to the Consolidated Financial Statements for additional information regarding Solutia’s restructuring activities and
asset impairments.

Recently Issued Accounting Standards

Effective January 1, 2003, Solutia adopted SFAS No. 143, “Accounting for Asset Retirement Obligations.” The statement addresses
accounting and reporting requirements for obligations associated with the retirement of tangible long-lived assets and the associated asset
retirement obligations. The adoption of SFAS No. 143 did not have a material effect on the consolidated financial statements.

Effective January 1, 2003, Solutia adopted SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” The statement addresses the financial accounting and reporting for a number of areas,
including gains and losses derived from the extinguishment of debt and the treatment of sale-leaseback transactions. The adoption of SFAS
No. 145 did not have a material effect on the consolidated financial statements.
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Effective January 1, 2003, Solutia adopted SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.” The
statement addresses financial accounting and reporting for costs associated with exit or disposal activities and supercedes Emerging Issues
Task Force (EITF) Issue 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring). SFAS No. 146 requires that a liability for a cost associated with an exit or disposal
activity be recognized when the liability is incurred. SFAS No. 146 also establishes that the liability should initially be measured and
recorded at fair value. The adoption of SFAS No. 146 did not have a material effect on the consolidated financial statements.

Effective January 1, 2003, Solutia adopted SFAS No. 148, “Accounting for Stock-Based Compensation—Transition and Disclosure.”
The statement amends SFAS No. 123, “Accounting for Stock-Based Compensation,” to provide alternative methods of transition for a
voluntary change to the fair value based method of accounting for stock-based employee compensation. In addition, this statement amends
the disclosure requirements of Statement 123 to require prominent disclosures in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of the method used on reported results. The Company
accounts for stock options under APB Opinion No. 25, ““Accounting for Stock Issued to Employees,” based on their intrinsic value at the
date of grant. As such, Solutia has adopted the additional disclosure requirements applicable under this standard for accounting for stock
based compensation using the intrinsic value method.

Effective January 1, 2003, Solutia adopted FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others.” This Interpretation elaborates on the disclosures to be made by a
guarantor in its interim and annual financial statements about its obligations under certain guarantees that it has issued. It also clarifies that
a guarantor is required to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the
guarantee. This Interpretation also incorporates, without change, the guidance in FASB Interpretation No. 34, “Disclosure of Indirect
Guarantees of Indebtedness of Others,” which is being superseded. The adoption of this Interpretation did not have a material effect on the
consolidated financial statements.

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities.” This Interpretation provides
guidance related to identifying variable interest entities and determining whether such entities should be consolidated. This Interpretation
also provides guidance related to the initial and subsequent measurement of assets, liabilities, and noncontrolling interests of newly
consolidated variable interest entities and requires disclosures for both the primary beneficiary of a variable interest entity and other
beneficiaries of the entity. In addition, this Interpretation requires certain disclosures if it is reasonably possible that a company will
consolidate or disclose information about a variable interest entity when it initially applies the guidance in this Interpretation. This
Interpretation must be applied immediately to (a) variable interest entities created, or (b) interests in variable interest entities obtained,
after January 31, 2003. For those variable interest entities created, or interests in variable interest entities obtained, on or before January 31,
2003, the guidance in this Interpretation must be applied in the first fiscal year or interim period beginning after June 15, 2003. Solutia is
evaluating this Interpretation to determine the impact on its consolidated financial statements. However, the Company currently expects to
consolidate the assets and liabilities associated with the leasing of the Company’s corporate headquarters in the third quarter of 2003.
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MANAGEMENT REPORT

Management is responsible for the integrity, objectivity and preparation of Solutia Inc.’s consolidated financial statements and all of
the related information appearing in this annual report. The statements have been prepared in accordance with accounting principles
generally accepted in the United States of America. Where necessary, this information reflects estimates that are based upon currently
available information and management’s judgments.

Management is also responsible for maintaining a system of internal accounting controls designed to provide reasonable assurance that
Solutia’s assets are safeguarded against material loss from unauthorized use or disposition and that authorized transactions ave properly
recorded to permit the preparation of accurate financial information. Cost/benefit judgments are an important consideration in this regard.
The effectiveness of internal controls is maintained by careful personnel selection and thorough training, division of responsibilities,
establishment and communication of policies and ongoing internal review programs and audits.

Management believes that Solutia’s system of internal accounting controls as of and for the period ended December 31, 2002, was
effective and adequate to accomplish the objectives described abave.

% ¢ W e

John C. Hunter III Robert A. Clausen
Chairman, President and Vice Chairman,
Chief Executive Officer Chief Financial Officer and

Chief Administrative Officer

February 28, 2003
REPORT OF INDEPENDENT AUDITORS

To the Shareholders of Solutia Inc.:

We have audited the accompanying statements of consolidated financial position of Solutia Inc. and subsidiaries (the Company) as of
December 31, 2002 and 2001, and the related statements of consolidated income (loss), comprehensive loss, cash flows, and shareholders’
deficit for each of the three years in the period ended December 31, 2002. Our audits also included the financial statement schedule in the
Index at Item 15. These financial statements and the financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and the financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the Company as of
December 31,2002 and 2001, and the results of its operations and its cash flows for each of the three years in the period ended December 31,
2002, in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, such financial
statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly in all
material respects the information set forth therein.

As discussed in the notes to the consolidated financial statements, the Company adopted Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets” and SFAS No. 133 “Accounting for Derivative Instruments and Hedging
Activities” effective January 1, 2002 and January 1, 2001, respectively.

JI/M _" w YRy

Deloitte & Touche LLP
St. Louis, Missouri

February 28, 2003
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SOLUTIA INC.
STATEMENT OF CONSOLIDATED INCOME (LOSS)

(Dollars in millions, except per share amounts)
Year Ended December 31,
2002 2001 2000
INEE SALES.........c e mvrenecesmcemeecssens s e smes s st eSS0 $2,241 $2,268 $2,617
COSE OF ZO0US SOI .. crvurerrvesriers s nrvecsrcaressssseees s sasees s ssssess s ssbess s seb st s sessnsnsssson 1,878 1,958 2,269
GROSS PTOMI ... st s s R s s 363 310 348
MATKEHNEZ CXPEISES w..cceverrivcvsiissicsmisssmmesiissiiosiseseeersssssaessssssissesssses assssomssmiessssssssssssmsesassssssessasesassmsnsasos 147 142 134
AJMIDISITATIVE EXPEIISES w.vcevvcvvevssvessmesmmetsismiisiusisssseessisssssssisssssessssssssesnstssemmssiossassssessosssssesesesssssmses s assssns 128 142 151
Technological expenses 47 50 67
AMOTTIZALION EXPEISE..co.rerrrervrsrscerbssesmmessssssecessssssessesio e8RS 888 0 bt 3 12 11
Operating INCome (LOSS) .......c..ccooceriurmninercnccnn et s 38 (36) (15)
Equity earnings (l0ss) from affiliates—net 0f 1aX ... e 13 (13) 35
TIHETESE EXPEIISE...vvvevvverrrcrrierirerressscnsicses i messes st sessssissssess bbbt (84) (70) (55)
Gain on sale of Polymer Modifiers business — — 73
Other NCOME (BXPEIISEINIEE covevvvcvvcerrsssermevsreesreresesssisessesesssssesmessssssssassssssssssseesasssessssessesssssssssssssssssssses 14 {5) (8)
Income (Loss) Before INeome TAXES ... asesssss s sesssssssiosssssmsessssssions (19) (124) 30
INCOME tAXES (DENEMIL)....cvvcrrrsuenercrrversesssssreenmcssnscssessicmessissss s messcssssessmssssse st essssssssssssssssssssssessssase (11) (43) (6)
Income (Loss) from Continuing Operations Before Discontinued Gperations and Cumaulative
Effect of Change in Accounting Prnciple ... s ® (81) 36
Income from Discontinued Operations, NEt Of TAX w.......cumumermmemmemmmmeensrensenssiesssesssssonsssessmessssinniens 24 22 13
Cumulative Effect of Change in Accounting PrNCIPIE ...oovecccconoreervermvermncnneenerensvessesssensecnsicomeassessosonsione (167) - —
INEE IREOME (LL0SS) ....ovvorerincvrivsic e iesvesssessses s v ssssssat s s ass st sn st e e st an e $ (151) $ (59 $ 49
Basic Earnings (Loss) per Share:
Income (Loss) from Continuing Operations Before Discontinued Operations and Cumulative
Effect of Change in Accounting PrNCIPIE........cccmercversciversimmmmiremmecsmsmmsimsssssemisssssessssmsssssssssssisssseas $(0.08) $(0.78) $ 034
INEt TNCOME (LSS} covvrersrreerrverriessessiesecsresssossesecssesessseosesssssess s sesssmmssss s st sessssssssesssssssssssssesssssssssssnnrs $(1.49 $(0.57) § 046
Diluted Ezrnings (Loss) per Share:
Income from Continuing Operations Before Discontinued Operations and Cumulative Effect of
Change in ACCOUNING PHNCIPIS .ovvccosorvcvrrverircvisssssmessasersessssssssessssessssssssmsesssssssssssmessssessiessesssssssssssers $(0.08) $(0.78) $ 034
Diluted EArnings (LOSS) PET SNAIE.....vvvvrrorrveeerermeerrsisseasmessessesssssessssssesssssssesssesssessessessessssssessassesssssssess $(1.44) $(0.57) $ 0.46
Weighted average equivalent shares (in millions):
BUASIC 1ovvvvvevreer e sss s e b 8RR 104.7 103.9 1059
Effect of dilutive securities:
Common share equivalents—common shares issuable upon exercise of outstanding stock
OPHIONS ANA WATTANIS cevvvvvursmmussasnssanerimmicsseessiesssnmssmmssossmsssssesssesieesssessscosmessueseessmmesinsmasassiesrenss — — L6
DHIBEEA ..o v s s isearees e ssessss s sk e e e 1047 1039 1075
STATEMENT OF CONSOLIDATED COMPREHENSIVE LOSS
(Dollars in millions)
Year Ended December 31,
w2 a0 2
INEE TRCOME (LOSS) ......oocovvvevvvcvesssrvcvessesisssan s s s s ssssssese sttt s s bt e e $(151) $(59) $ 49
Other Comprehensive Income (Loss):
Currency translation adjUSIIMENLS ... sssssesmessisimmsssses et sesssessesrmsesssiinis 119 (37 (86)
Cumulative effect of accounting change, net of tax Of ${1).ccmverccimrrcenenonimsirnninrs e - 2 -
Net realized loss on derivative instruments, net of taxX 0f $(1).crvvcrccmcrrimsmvenscononmimncoiercensommeeneasormens 1 — —
Net unrealized loss on derivative instruments, €t 0f 1aX Of $2...ovoicrmmimmrcermeneeniennieenrecsecsssssssessessssennne - (3 —
Minimum pension liability adjustments, net of tax of $72 in 2002, $(2) in 2001, and $(4) in 2000 (122) 2 1
COMPIEREISIVE LOSS .........or e reveceesearmensecen s sees s srsesssess s s s snes s s e $(153) $(95) $(30)

See accompanying Notes to Consolidated Financial Statements.
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SOLUTIA INC.
STATEMENT OF CONSOLIDATED FINANCIAL POSITION
(Dollars in millions, except per share amounts)

ASSETS

Current Assets:
Cash and cash EQUIVAIENTS ... .. .cevvvureeemmeesmmcrrecsmmersssssienmimesesiecesmesssesmmistsesessna st ssessisissmess st ssesssssssessssscenssansessossss
Trade receivables, net of allowances of $16 in 2002 and $20 in 2001
MISCEIANEOUS TECEIVADIES .vvvv. st eeisis s cassssses st sas s sas st sn s bbbt st ana bR ens
Prepaid Xpenses ...

Deferred income tax benefit.....
IDVENLOTIES. covveevversvesevreearrrsrmsirsssssnssses
Assets of Discontinued Operations

Tota] CHITERE ASSIS........cccevrecrirircri s s s s ee SRR bRt
Property, Plant and Equipment:

LI cooterrvreeens v seassesssuan s sbscaerssass s ss st sss e SRR R8RSR R4 R R RS0
BUIIAINES ... ccervencnrrcesmareiseecsmsiesseesmes s ssssessees s essassssesis s ssass s bR bR AR AR AR RRR bR R RSB
MACHINETY AIIA EQUIPTIETIE «..evveeretcerreerescersesseassesereessecsssossesisse st e881 e 3282868888 R 88 k8RRS040
COSLTUCHON 10 PTOZTESS ..ceessssssesssssessssssssessstsssssssesssssseressesseesse8messesse o8 E48E8 e8RS R R RRERRRR R

Total property, plant and EQUIPIENL ... s e sssss sttt 00s
Less accUmMUIAted AEPTECIAtION .oovcerrecrreceriesreerstrerressstesistsevesssmesmsseessees 22 smessast8 ombbert s bbb ks8R b

Net Property, Plant and EQUIDIIENT ...............cc..comermimmoccnrcemmismmmesminommnecessecsmsismmiesmmnmssemmiens i
Investments in Affiliates
GOOBWHL NET ....ovvvevveense e esas s s ssssasensss s ssssesssessssassnnens

Identified Intangible ASSES, NEL ...t s s
Long-Term Deferred Income Tax Benefif............oooosreosmonssossvosiissiimimomsissmesmsinsnmiisesssississsmsersssissossssssssessssssivins
Long-Term Assets—Discontinued Operations
OHET ASSEES ...vvvecrverreeveeesinnsseesevessessssesssesrssssess s Ebecs 00 £4E8 1610048458810 RS 1R 68 R E8 R0

TOEAL ASSEIS ..ot ctr s s b st res e s sss b e 28 o4 a8 eSS s bR RS e R an s st e bR s st s s aesernn e r s

Cuprent Liabilities:
ACCOUIS PAYADLE ....ovvvvvriicsvicisiis it ssbisssssecs s aes s a4 R8RS AL bR R st
Wages and DEnefits......o.cccrrvcrmmerrmennnicnsisiionnas

Postretirement liabilities
MISCEHANEOUS ACCTUALS........veciorver et ess st s bt ssb s sas s s e s b s bs e b s e ts et b E st e s s nree
SROTE-LETIN AEDE .ov.vic et bs s s s b e bas e AR bR s8R bR e Aot ee bbb bR bbb nbs e b deae
Liabilities of Discontinued Operations

Total Current Liabiliies. ...
Long-Tezm Debt.................
Postretirement Liabilities
Long-Term Liabilities—Discontinied Operations
OIRET LIABIHIIES ......v.cvvvcvsiecssiiescs st ess s b es s br bbb e b A ss £ a bR s bbb s b et et as bt
Shareholders’ Deficit:
Common stock (authorized, 600,000,000 shares, par value $0.01)
Issued: 118,400,635 shares in 2002 GNd 2001 ... sssissssesssssssesssssessessssssssssasissssssessisnissns
Additional CONLEBULE CAPILAL v.....vruerrrreveserreecesmssesreseesssssssrccsrecsmssssessresnssssssssss s ssesssssssssssss st ssssasssssssssessmsssssscess
Treasury stock, at cost (13,659,351 and 13,921,604 shares in 2002 and 2001, respectively) ......c...ccerrcerrrcsnns
Net deficiency of assets at SPINOLL........cciccriismmmmies s s s essiseomes s
Unearned ESOP Shares......ommmmmmsmmnrirnnes
Accumulated other comprehensive loss
REIDVESTEA BAITUIES .ocvvvcevvrcrrsssensmisssseessssssasssssseosmissrecesssesssssson issssesess st bessses s hrissse st sisbiss s ecmssens

Total Shareholders’ DEfICt ... e a e n st en
Tota} Liabilities and Shareholders’ Deficit...........coooerivvevcinreiicnssr e eb s onsstass s bsesesesssssssssssassonseas

See accompanying Notes to Consolidated Financial Statements.
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As of December 31,

2002

$ 17
27
97

17
108
262
_636

1,407

$ 234
42

93
314
358
165

1,206
839
1,164

382

2001
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SOLUTIA INC.
STATEMENT OF CONSOLIBDATED CASH FLOWS

{Dollars in millions)

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
OPERATING ACTIVITIES:
INEEINICOME (0SS 11renervvvervrecsssesrrnrerecsssesessesecsesssesesecssonsstsssatsesesssesse s ek 4R 1 R S8
Adjustments to reconcile to Cash From Operations:
Cumulative effect of change in aCCOUNtNG PIINCIDIC........coowvvrrrecrecsmermrecmienmessesrecseescnssrssessesrsesisscsmessesesenscssonene
Depreciation and AMOTTIZAION ... s st emisesssssons
Income from discontinued OPErations, NEL OF LAX .........rvereeeoreirmmermmrerscrmsmmrerecsismresmesmsenssresss e sssesssmssssosseseen
AmOTtization Of dEErred CTBAILS ........ooveververcrirircnner et i issss s esssnere s senecsenn
Amortization of deferred debt issuance costs and debt dSCOUNL...........coocciorircrsimncrrisinssiicnr s
Restructuring expenses and other unusual items
Net pretax gains from asSet diSPOSALS ...c.c.ccvrvceisicciimivcriimerse s ess e ise s st
Changes in assets and liabilities:
10COME ANA AEEETTEA TAXES w.vovvvvermreirrirnsrnies s ererreesisesasecssesesmrsssasscssssesmest s s e b st
Trade receivables
TIIVINIOTIES cvvvvee vt serecnesmneeseses e sssessesesesssan s ene s 1 6 B e s
ACCOUNLS PAYADIE ...oovvvvvervivisrverviseirsiessttsmismisiss s s s s bbb s s 80
Other assets aNd HADUTHES .....c...ccocrvvccrvvvnererecimnsisssimiressis s s sssssesessmisssess

Cash Provided by Operations—Continuing OPErations.............ccwrorccrmmmeicionmimmisscimsemmserss s
Cash Provided by Operations—Discontinued OPerations ...............cooociciiicnemomommmoomomo.

Cash Provided By OPErations ...............cumrmimmmmmmmiisieimmissiessmsecs i smiseseses s sesessessasssssssssecssssssioes

INVESTING ACTIVITIES:

Property, plant and eqUIPMENE PUICHASES ....o.oivcveivrvvvimmsmerimmienssie s sonrsssmseis
Acquisition and investment payments, net of cash acqUIred..........covomircrimsinirsisssennn s
Property disposals and inVeStment PrOCEEAS.........ccoumeuermmmismmsisiserm st

Cash Provided by (Used in) Investing Activities—Continuing OPerations.............c..ccowccrocrrrvisirnmmncseienecrcsessnsmnins
Cash Provided by (Used in) Investing Activities—Discontinmed OPerations ...............ccvccrcieirocmmecrssmmeresomncsnins

Cash Provided by (Used in) Investing ACHVIEIES .............ooooiioiivncssiirirriinns s snsssss s scssnins

FINANCING ACTIVITIES:

Net change in short-term debt ODHZAIONS ......c..cooviiervcmiiircricnmrirers s isimimermiss s s smicsssessssssssssssesssessss s ones
Proceeds from issuance of long-term debt OBZALONS ...c..euvevvvervvvecvcrmrrcrecsermcsrmecsiressssesmesesseossmeermermiseessessesersossesestosons
Reduction in long-term debt OblIZatIONS ....c.ccc.ccvivvivermrcnmrssssisssiss i
ISSUANCE O SIOCK WAITANLS .covivciecererrrvercstseisecsesiscsn erirscssass et s sis s vt e st bbb s
Treasury stock purchases...
DIVIAERA PAYIMENLS ......oeercrreecverecrrreereressesecemsassesmssesssesssse e seesssscassessesesseessessssssss sttt e e e saeroesms et st
Common stock issued under emplOYEe SLOCK PIANS......ccooemermveimmiriimiscsensimmmessnsessmisssss st minine
DEEITEA EDU ISSUAICE COSS cvuvuuruururrernermmererressissessssesnesassesseessmmesssmsssiasises e esesssresseessserass s aasesessstsessensseressessirerensessss s
Other fINANCING ACHIVILIES ......vovvrooevrcrrieieriercrmc sttt s s st n s

Cash Provided by (Used in) Financing Activities—Continuing Gperations...............cc.ormmmcommmomn.
Cash Used in Financing A ctivities—Discontimued Operations.............coccniiccninsiimcnmnsisms

Cash Provided by (Used in) Financing ACHVIES............c.ccocccoeromcminmnicimmminciimi s

INCREASE {DECREASE) IN CASH AND CASH EQUIVALENTS ...

CASH AND CASH EQUIVALENTS:
Beginning of year
BB Of JEAL......coooviriiiiirscsres ot smcsese s kbR et R0

See accompanying Notes to Consolidated Financial Statements.

Year Ended December 31,
W2 20 200
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(149 (14) (12)
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20) 52 (24)
41 (103) 38
_@)  _(9 ()
127 26 177
_4 _18 8
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(37 (33) (110)
w9 0
13 (107) (101)
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182 — —
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19 — —
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@ ) @)

2 13 4
29 @ L
W = =
170) 46 (142)
0 = _=
_(19) % (9
{6) 4 ©
B 1 B
I W T RT

The effect of exchange rate changes on cash and cash equivalents was not material. Cash payments for interest {net of amounts
capitalized) were $84 million in 2002, $90 million in 2001 and $88 million in 2000. Cash refunds, net of payments for income taxes were
$37 million in 2002. Cash payments for income taxes were $24 million in 2001 and $17 million in 2000. Cash payments for the management of
environmental programs which were charged against recorded environmental liabilities were $26 million in 2002, $40 million in 2001 and

$29 million in 2000.
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SOLUTIA INC.
STATEMENT OF CONSOLIDATED SHAREHOLDERS DEFICIT

(Doflars in millions)

Year Ended December 31,
2002 2001 2000

COMMON STOCK:

Balance, JAMUAIY L......ccccccccrevcvonmnmennien oo mensmsinnscsssiesssmesnrisssseess $ 1 $§ 1 § 1

Balance, December 31 $ 1 § 1 $ 1

ADDITIONAL CONTRIBUTED CAPITAL:

Balanee, FAMUALY L ... ..covuvvversieresssineensssssssses s sssssesseseessssessssssssessosesssssssss s et sssessses s sssssmresssesssssssssasssssssns $ — $ — $ —
Issuance of 5,533,522 Warrants i 2002 ........ooccermmiriiemrmmnisressinesnssssnssseesss s cessssssisssessesssssssesessssssrss 19 — —

Balance, DECRIIBET 31........coovoi vt ssressstassstssssss s sssasssbseessss st sssssesssnsasssesnns $ 19 $ — § —

NET DEFICIENCY OF ASSETS AT SPINOFF:

Balamee, JAMWATY L ......coovoovrioeresscrceerecrrnsiesssseessmesmsessess st sessseess s s s s sesinscss s s ssneones $(113) $(113) $(113)

Balance, December 31 $(113) $(113) $(113)

TREASURY STOCK:

Balanee, JAMBATY L........oovvvvriccrironierecennenmneiononsmancsssseensessssisessssessaessssssesemesssssssscssresas s sesssssssesssscesssssssmscons $(257) $(296) $(209)
Shares purchased (0 shares in 2002, 2001 and 7,717,300 shares in 2000)........cc.ccoversvcerrnneerisescrineee — — (106)
Net shares issued under emplovee stock plans (262,253 shares in 2002, 1,562,590 shares in 2001

and 1,092,870 shares in 2000) 6 39 19

Balance, DEceMBET 3h.........oovvvvvvvovecevrrceoreeeess s ettt st ssstssasst st st 10 $(251) $(257) $(296)

UNEARNED ESOP SHARES;

BaIANEE, JRIBATY 1 .....ocovevcerrerrrcssesisimerescassrens st mises s sessss aness st essssesse st sssssssessssssess s $ @ $ 9 $ (18)
Amortization of ESOP balance 1 8 9

Balance, D@MBET Jh.......ooooovoooreoeeoeeee oottt s s st s S s sstnss10n $ — $ (D $ 9

ACCUMULATED OTHER COMPREHENSIVE LOSS:

ACCUMULATED CURRENCY ADJUSTMENT:

Balanee, JAMBATY L.......covveeriiirecemiminsvcsness ennecasisesmeesmeses e esesss st ssssosssessssssssessssssssssosssss (138} (101) (15)
Currency translation adjustments 119 (37) (86)
Balance, DecembBer 3. ... s st s sstsase s cassssessesnees (19 (138) {101)
MINIMUM PENSION LIABILITY:

Balanee, JAMBATY L....ooicoiicrecemuermeemsrimsesmsssessscnsssns s smsssesesssssssssessssessssns st rasssessssesmsssssss e &) (N (14)
Minimum pension liability adjustments (122) 2 7

Balamee, DeCmBEE 3h........coooiocvovecoi ettt ssss st s s (127) (5) (N
DERIVATIVE INSTRUMENTS:

Balance, JAMUATY L.....ccocccivimercccrmneccrecercmssscesssssmnsessssrenmmener . @ — —

Cumulative effect of accounting change — 2 —

Net losses on derivative ISIUMENLS ... vuunvvvvecersimesssicssimmsssssssssssssssssssssssssssesesssssssseesssasssserses 1 (3) —

Balance, DecemBEr L. ...t st st aen — 1) —

Balanee, DeCmBEr 3L......oooooocoivvvriveroaerssio s ssssssamsis s s sssssssssssssssssass s s ssss s ens s sssn st ens $(146) $(144) $(108)

REINVESTED EARNINGS:

BAIBICe, AMUATY L ...coovrrreiiorecoecerecomneeeresessesiessesssrsesnscssress s sssessss e ssss ssss st e sesssssses s sassssssross $ 401 $ 491 $ 450
INEE NCOMIE (LOSS) everreeueererreesmeessmeesmeeseesseseaseessmesessessseessesesseeseessssessecesessmesessessmeseressssesseses eesssseseesmasssssssscesean (151) (59) 49
Employee stock plans 5 27 4)
DIVIACIGS....covorrccrvccarirreriscasmesessassssiassrssssesassssssisssmsssssesssssssassssessassssssssssssssssssssssssssssssssssssassssmssssssssssssneess [C) (4) (4)

Balance, December 31........oovoooirvrecivrnissisnssnicssmsssn s $241 $ 401 $ 491

TOTAL SHAREHOLDERS DEFICIT ..o ssrscssssonmssssssssrsssssssssssssssssmssssssssssssssssssassssons $(249) $(113) $ (34)

See accompanying Notes to Consolidated Financial Statements.
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SOLUTIA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{Dolars in millions, except per share amounts)

1. Significant Accounting Policies
Nature of Operations

Solutia Inc. and its subsidiaries make and sell a variety of high-performance chemical-based materials, Solutia is a world leader in
performance films for laminated safety glass and after-market applications; process development and scale-up services for pharmaceutical
fine chemicals; specialties such as water treatment chemicals, heat transfer fluids and aviation hydraulic fluid and an integrated family of
nylon products including high-performance polymers and fibers.

Prior to September 1, 1997, Solutia was a wholly-owned subsidiary of the former Monsanto Company (now known as Pharmacia
Corporation). On September 1, 1997, Monsanto distributed all of the outstanding shares of common stock of the Company as a dividend to
Monsanto stockholders (the spinoff). As a result of the spinoff, on September 1, 1997, Solutia became an independent publicly-held
company listed on the New York Stock Exchange and its operations ceased to be owned by Monsanto. Net deficiency of assets of
$113 million resulted from the spinoff.

Basis of Consolidation

The consolidated financial statements include the accounts of Solutia and its majority-owned subsidiaries. Other companies in which
Solutia has a significant interest (20 to 50 percent) are included in “Investments in Affiliates” in the Statement of Consolidated Financial
Position. Solutia’s share of these companies’ net earnings or losses is reflected in “Equity Earnings (Loss) from Affiliates” in the Statement
of Consolidated Income (Loss).

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and that affect revenues and expenses during the period reported.
Estimates are adjusted when necessary to reflect actual experience. Significant estimates were used to account for restructuring reserves,
environmental reserves, self-insurance reserves, employee benefit plans, asset impairments and contingencies.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash and temporary investments with maturities of three months or less when purchased.
Inventory Valuation

Inventories are stated at cost or market, whichever is less. Actual cost is used to value raw materials and supplies. Standard cost, which
approximates actual cost, is used to value finished goods and goods in process. Standard cost includes direct labor and raw materials, and
manufacturing overhead based on practical capacity. The cost of certain inventories (67 percent as of December 31, 2002) is determined by
the last-in, first-out (LIFO) method, which generally reflects the effects of inflation or deflation on cost of goods sold sooner than other
inventery cost methods. The cost of other inventories generally is determined by the first-in, first-out (FIFO) method.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. The cost of plant and equipment is depreciated over weighted average periods of
20 years for buildings and 12 years for machinery and equipment, by the straight-line method.

Intangible Assets

Solutia discontinued the amortization of goodwill and identifiable intangible assets that have indefinite useful lives in accordance with
SFAS No. 142. Intangible assets that have finite useful lives are amortized on a straight-line basis over their useful lives, generally periods
ranging from 5 to 20 years. Goodwill is assessed annually for impairment, Fair value measurements of the reporting units are estimated by a
third-party specialist utilizing both an income and market multiple approach.

Impairment of Long-Lived Assets

Impairment tests of long-lived assets are made when conditions indicate a possible loss. Impairment tests are based on a comparison of
undiscounted cash flows to the recorded value of the asset. If an impairment is indicated, the asset value is written down to its fair value
based upon market prices or, if not available, upon discounted cash value, at an appropriate discount rate.
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SOLUTIA INC.
NOTES 70 CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Environmental Remediation

Costs for remediation of waste disposal sites are accrued in the accounting period in which the obligation is probable and when the cost
is reasonably estimable. Postclosure costs for hazardous and other waste facilities at certain U.S. operating locations are accrued over the
estimated life of the facility as part of its anticipated closure cost. Environmental liabilities are not discounted, and they have not been
reduced for any claims for recoveries from insurance or third parties. In those cases where insurance carriers or third-party indemnitors
have agreed to pay any amounts and management believes that collectability of such amounts is probable, the amounts are reflected as
receivables in the consolidated financial statements.

Self-Insurance

Solutia has purchased commercial insurance in order to reduce its exposure to future legal costs, settlements and judgments related to
workers’ compensation, product, general, auto and operations liability claims from continuing operations. Because some of these claims are
for amounts lower than policy deductible amounts or are not covered by insurance, Solutia maintains self-insurance reserves to refiect its
estimates of such future uninsured costs. Self-insured losses are accrued based upon estimates of the aggregate liability for uninsured claims
incurred using certain actuarial assumptions followed in the insurance industry and the Company’s historical experience.

Revenue Recogrition

The Company's primary revenue-earning activities involve delivering or producing goods, and revenues are considered to be earned
when the Company has completed the process by which it is entitled to such revenues. The following criteria are used for revenue
recognition: persuasive evidence of an arrangement exists, delivery has occurred, selling price is fixed or determinable and collection is
reasonably assured.

Derivative Financial Instruments

Currency forward contracts are used to manage currency exposures for financial instruments denominated in currencies other than the
entity’s functional currency. Natural gas contracts are used to manage some of the exposure for the cost of natural gas. Gains and losses on
contracts that are designated and effective as hedges are included in net income (loss) and offset the exchange gain or loss of the transaction
being hedged.

Major currencies affecting the Company’s business are the U.S. dollar, the British pound sterling, the euro, the Canadian dollar, the
Australian dollar and the Brazilian real. Currency restrictions are not expected to have a significant effect on Solutia’s cash flow, liquidity or
capital resources.

Income Taxes

Solutia accounts for income taxes using the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized for the future tax consequences of temporary differences between the carrying amounts and tax bases of assets and liabilities at
enacted rates.

Currency Translation

The local currency has been used as the functional currency for nearly all worldwide locations. The financial statements for most of
Solutia’s ex-U.S. operations are translated into U.S. dollars at current or average exchange rates. Unrealized currency translation
adjustments in the Statement of Consolidated Financial Position are accumulated as a component of Shareholders’ Deficit.

Earnings (Loss) per Share

Basic earnings (loss) per share is a measure of operating performance that assumes no dilution from securities or contracts to issue
common stock. Diluted earnings (loss) per share is a measure of operating performance by giving effect to the dilution that would occur if
securities or contracts to issue common stock were exercised or converted.

New Accounting Pronouncements

Effective January 1, 2003, Solutia adopted SFAS No. 143, “Accounting for Asset Retirement Obligations.” The statement addresses
accounting and reporting requirements for obligations associated with the retirement of tangible long-lived assets and the associated asset
retirement obligations. The adoption of SFAS No. 143 did not have a material effect on the consolidated financial statements.

Effective January 1, 2003, Solutia adopted SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” The statement addresses the financial accounting and reporting for a number of areas,
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SOLUTIA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

including gains and losses derived from the extinguishment of debt and the treatment of sale-leaseback transactions. The adoption of SFAS
No. 145 did not have a material effect on the consolidated financial statements.

Effective January 1, 2003, Solutia adopted SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.” The
statement addresses financial accounting and reporting for costs associated with exit or disposal activities and supercedes Emerging Issues
Task Force (EITF) Issue 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
{including Certain Costs Incurred in a Restructuring). SFAS No. 146 requires that a Liability for a cost associated with an exit or disposal
activity be recognized when the liability is incurred. SFAS No. 146 also establishes that the liability should initially be measured and
recorded at fair value. The adoption of SFAS No. 146 did not have a material effect on the consolidated financial statements.

Effective January 1, 2003, Solutia adopted SFAS No. 148, “Accounting for Stock-Based Compensation—Transition and Disclosure.”
The statement amends SFAS No. 123, “Accounting for Stock-Based Compensation,” to provide alternative methods of transition for a
voluntary change to the fair value based method of accounting for stock-based employee compensation. In addition, this statement amends
the disclosure requirements of Statement 123 to require prominent disclosures in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of the method used on reported results. The Company
accounts for stock options under APB Opinion No. 25, “Accounting for Stock Issued to Employees,” based on their intrinsic value at the
date of grant. As such, Solutia has adopted the additional disclosure requirements applicable under this standard for accounting for stock
based compensation using the intrinsic value method.

Effective January 1, 2003, Solutia adopted FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others.” This Interpretation elaborates on the disclosures to be made by a
guarantor in its interim and annual financial statements about its obligations under certain guarantees that it has issued. It also clarifies that
a guarantor is required to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the
guarantee. This Interpretation also incorporates, without change, the guidance in FASB Interpretation No. 34, “Disclosure of Indirect
Guarantees of Indebtedness of Others,” which is being superseded. The adoption of this Interpretation did not have a material effect on the
consolidated financial statements.

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities.” This Interpretation provides
guidance related to identifying variable interest entities and determining whether such entities should be consolidated. This Interpretation
also provides guidance related to the initial and subsequent measurement of assets, liabilities, and noncontrolling interests of newly
consolidated variable interest entities and requires disclosures for both the primary beneficiary of a variable interest entity and other
beneficiaries of the entity. In addition, this Interpretation requires certain disclosures if it is reasonably possible that a company will
consolidate or disclose information about a variable interest entity when it initially applies the guidance in this Interpretation. This
Interpretation must be applied immediately to (a) variable interest entities created, or (b) interests in variable interest entities obtained,
after January 31,2003, For those variable interest entities created, or interests in variable interest entities obtained, on or before January 31,
2003, the guidance in this Interpretation must be applied in the first fiscal year or interim period beginning after June 15, 2003. Solutia is
evaluating this Interpretation to determine the impact on its consolidated financial statements. However, as further discussed in Note 17, the
Company expects to consolidate the assets and liabilities associated with leasing of the Company’s corporate headquarters in the third
quarter of 2003.

Reclassifications

Certain reclassifications to prior years’ financial information have been made to conform to the 2002 presentation. These reclassifica-
tions include amounts related to resins, additives and adhesives businesses which have been presented as discontinued operations.

2. Acquisitions and Divestitures

Discontinued Operations

On December 2, 2002, Solutia signed a definitive agreement to sell its resins, additives and adhesives businesses to UCB S.A. for
$500 million in cash, plus an upfront payment of $10 million for a period of exclusivity. On January 31,2003, the sale was completed resulting
in a modest gain; accordingly, the assets and liabilities of the discontinued operations have been classified as current in the Statement of
Consolidated Financial Position at December 31, 2002. In addition, as further described in Note 11, proceeds from this divestiture were used
to pay down borrowings under the amended credit facility in accordance with bank agreements. As a result, all borrowings under this facility
have been classified as short-term at December 31, 2002. The Company retained certain tax liabilities of approximately $40 million related
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Assets:

InVentories....cooerrenireenne
Other current assets...........

Total Current Assets

Intangible asSets ......ccvcrrmemmecrmmrerccrrissmessreennes
Other long-term assets ....

Liahilities:

Income before income tax expense......
Income tax (expense) benefit .......cocc....

Income from discontinued operations

Other Acquisitions and Divestitures

SOLUTIA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coatinued)

to the divested businesses and has excluded them from the liabilities identified below. The carrying amounts of assets and liabilities from
discontinued operations at December 31, 2002, consisted of the following:

Receivables and prepaids............mennne

Property, plant and equipment, net.........cc.cco.

Total ASSELS ...u.vvvvrrinrconririnins e rcnsesiesiseenns

Accounts Payable ...
Miscellaneous accrualS...... .o ierrnniivssicsnsssnins

Postretirement liabilities..........c...omcminsecrns
Non-current deferred tax liability.........ccoewcr.
Other long-term Habilities...........cvummmermvcrrererne

Total LIabilities ..o e corniirnecerrcecnrinsiennns

NEE SALES....ovecrmrrs it sessseessesaetaenes

Year Ended December 31,

2002 2001

................................................ $100 $93
68 61

_3% =

20 154

................................................ 199 183
205 390

_ 14

................................................ $636 §741
................................................ $ 42 $ 38
................................................ 5t )
................................................ 93 80
................................................ 21 18
................................................ 33 73
................................................ 18 16
................................................ $165 5187

The operating results of the resins, additives and adhesives businesses have been reported separately as discontinued operations in the
Consolidated Financial Statements for each year presented. The operating results exclude certain corporate expenses of $10 million in 2002,
$12 million in 2001, and $11 million in 2000, which had previously been allocated to the resins, additives and adhesives businesses. In
addition, interest expense of $26 million in 2002, $20 million in 2001, and $28 million in 2000, associated with debt that was repaid with the
sales proceeds was allocated to discontinued operations. Net sales and income from discontinued operations are as follows:

Year Ended December 31,
W02 201 200
..................................... $559 $549 $568
M 47 11
a2
$ % 2§13

On May 31, 2002, Solutia acquired Axio Research Corporation (Axio) for approximately $5 million, which was financed with cash from
operations. Axio is a contract research organization providing clinical trial design and data management to a wide range of clients including
pharmaceutical, biotechnology and medical device companies as well as academic and government research groups. Axio will complement
the Pharmaceutical service offering within the Performance Products and Services segment. The allocation of the purchase price to assets
and liabilities acquired resulted in current assets of $1 million, non-current assets of $1 million, goodwill of $4 million and current liabilities
of $1 million. Axio’s results of operations were included in Solutia’s results of operations from the acquisition date and were not material to
Solutia’s consolidated results of operations for the year ended December 31, 2002.

During the first quarter of 2002, Solutia sold its 50 percent interest in the Advanced Elastomer Systems joint venture to ExxonMobil
Chemical Company, a division of Exxon Mobil Corporation and Exxon Chemical Asset Management Partnership, a subsidiary of Exxon
Mobil Corporation for approximately $102 million. The sale resulted in a gain of $5 million.

During 2000, Selutia completed the sale of its Polymer Modifiers business and related manufacturing facilities to Ferro Corporation for
approximately $130 million. As a result of this transaction, Solutia recognized a $73 million pretax gain. Solutia’s continuing operations
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SOLUTIA INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

results included net sales of approximately $90 miltion in 2000 and operating income of approximately $16 million in 2000 from the Polymer
Modifiers business.

During 2000, Solutia recognized a $15 million pretax gain on the sale of substantially all of its minority interest in P4 Production LL.C.,
a phosphorus manufacturing venture. The results of operations from Solutia’s minority interest in P4 Production L.L.C. were not material to
Solutia’s consolidated results of operations.

During 2000, Solutia completed two acquisitions in the Performance Products and Services segment, which provide custom process and
technology services to the global pharmaceutical industry. In the first acquisition, which closed on February 10, Solutia acquired CarboGen
Holdings AG. CarboGen is a leading process research and development firm. In the second acquisition, which closed on March 24, Solutia
purchased AMCIS AG. AMCIS serves the global pharmaceutical industry by developing production processes and by manufacturing active
ingredients for clinical trials and small-volume commercial drugs. The combined purchase price for these acquisitions was approximately
$118 million, which was financed with commercial paper and the assumption of debt. Both of the acquisitions have been accounted for using
the purchase method. The allocations of the purchase price to the assets and liabilities acquired resulted in current assets of $17 million, non-
current assets of $27 million, goodwill of §57 million, other intangible assets of $41 million, current liabilities of $21 million and non-current
liabilities of $3 million. Other intangible assets are being amortized over their estimated useful lives, which average 18 years. Results of
operations for CarboGen and AMCIS were included in Solutia’s results of operations from the acquisition dates. The results of operations
for the acquired businesses were not material to Solutia’s consolidated results of operations for 2000.

3. Earnings (Loss) Per Share

Year Ended December 31,
2002 2001 2000

Income (Loss) from Continuing Operations Before Discontinued Operations and Cumulative

Effect of Change in ACCOURLNG PHACIPIE. cvvvvvvvververoiicerrerniesssinss e essesseneces s sssscss s sesssens $ 8 $ (81) $ 36
Income from Discontinued Operations, NEL O X .....cc..owcercrrmrermrerrimmeeerssmmmmmsmmmenssssosssesssmmmesnnonns 24 22 13
Cumulative Effect of Change in Accounting PHRCIPIE ...c..covoovvccnoriimmiinsnennevennnencnscssnssssssssssssssesssssssss (167 — —
INEL INCOME (108 vrrvvervveveerresessseeseeesesessesssesssssses s s ssessss s ssssssssse s s sscenee $ (151) $ (59) $ 49
Basic Earnings (Loss) per Share:
Income (Loss) from Continuing Operations Before Discontinued Operations and Curmulative

Effect of Change in Accounting PIINCIPIE.. ..o uurvermmivvierrrisiresrecssssssssssessiecnssmmenismissssesmssasseessssssssssenns $(0.08) $(0.78) $ 034
Income from Discontinued Operations, net of tax............. 0.23 0.21 0.12
Cumulative Effect of Change in Accounting Principle (1.59) — —
Basic Earnings (L0SS) PET SHATE.......o.vvvvcommrmiermcomrcnmsmensmimmeesssmsmissssssssssmsmssssessisssosssmsssssesssesssasssns $(.49) $(0.57) $ 046
Diluted Earnings (Loss) per Share:
Income from Continuing Operations Before Discontinued Operations and Cumulative Effect of

Change in ACCOUNTNE PIINCIPIE ...vvvvvvvrevvvreerreevrreessssssssssessssssssssssssesssssessmssssssesssssssssssssessssssssessssrees $(0.08; $(0.78) $ 034
Income from Discontinued Operations, Nt OF tAX ... 0.23 0.21 0.12
Cumulative Effect of Change in Accounting Principle .c...ovvicnmmreminionensionconnsssasmeesnessessieenss (1.39) — —
Diluted Earnings (L0S8) PEI SHATE.......ccoooumumrerriermimssesierscemscssiasssmmssssssssssssmessssssssessssessssssscssssssssssesses $(1.44) $(0.57) $ 046

BUSIC ¢ vverceseeemeeerarenmesses e ek 104.7 1039 1059
Effect of dilutive securities:
Common share equivalents—common shares issuable upon exercise of outstanding

StOCK OPLIONS ANA WAITAILS ...evevvcerrrrcenecestemmenecesecssssesssenecesecessseosseesiesssssmssessessesssessesssoessmsssssessess — — 16

DHIIEEA ..o issnecermses s s sessesmmecassessmeass s st s sabccsnesessees st e 104.7 1039 107.5

At December 31, 2002 and 2001, 0.2 million and 1.2 million common share equivalents, respectively, were excluded because the effect
would be antidilutive.
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4. Restructuring Reserves

During 2000, Solutia recorded restructuring charges of $53 million to cost of goods sold for costs associated with work force reductions
and closure of certain non-strategic facilities. During 2001, Solutia reduced its workforce by approximately 700 positions. Additionally,
Solutia eliminated more than 750 contractor positions during 2001. Approximately 90 percent of the workforce reductions affected North
American business and manufacturing operations, and approximately 10 percent affected European, Asian and Latin American operations
and sales offices. Management positions represented approximately one-third of the workforce reductions. During the fourth quarter of
2001, Solutia determined that the original provision taken for its 2001 restructuring program was insufficient to cover its total costs. Actual
costs to terminate certain European and North American management employees and certain employee benefit costs for involuntary
terminations were higher than the original estimates. As a result, Solutia recorded additional restructuring charges of $9 million to cost of
goods sold to cover these higher costs. The restructuring actions contemplated by this reserve were completed by the end of 2001. Certain
severance payments owed to individuals terminated late in the fourth quarter of 2001 were included in accrued liabilities at December 31,
2001, and were paid during the first quarter of 2002. The closure of non-strategic facilities is not anticipated to have a significant impact on
future operations.

The following table summarizes the 2000 restructuring charge and amounts utilized to carry out those plans:

Employment Shutdown of
Reductions Facilities Total
Balance at January 1, 2000........cccoosccnsccsmmenversncrnnonmsenmmeesines $— $— §—
Charges taKEN .....cccovvcuvvvmiicenccerrecmmienesissnecssessees 50 3 53
AmOUntS WHHZE .ovvecevcrecserassereresasisrnsccsmcncsininns — {3 E)
Balance at December 31, 2000...........ccoocrnsivmcsivcmnsiieen $ 50 $— $ 50
Charges taken ... 9 — 9
Amounts BHHZE ... (59 — (59
Balance at December 31, 2001 .......vvcvcennvcercennrcrinenereen. $__: $; $=_—_

During 2000, Solutia identified excess production capacity for certain Solutia resins products that allowed for consolidation of
production facilities. As a result, Solutia exited its operations at the Port Plastics site in Addyston, Ohio. An $8 million charge to cost of
goods sold was recorded to carry out the exit plan. The charge included $2 million to write down plant assets to their fair value of
approximately $1 million, $2 million of dismantling costs and $4 million of estimated costs for which Solutia was contractually obligated
under an operating agreement. Fair value was determined by discounting future cash flows using an appropriate discount rate based on the
Company’s cost of capital. Under the operating agreement, Solutia is required to provide 24 months notice of intent to exit and is required
to pay contractually obligated costs for an additional 18 months thereafter to a third-party operator. Solutia provided notice of intent to exit
on June 30, 2000, and exited the site in June of 2002. The contractually obligated costs represent direct manufacturing, overhead, utilities
and severance. The financial impact was not material to Solutia as production will be shifted to other production facilities.

The following table summarizes the restructuring charge, amounts utilized to carry out those plans and amount remaining at
December 31, 2002:

Shutdown of Asset Write- Other

Facilities downs Costs Total

Balance at January 1, 2000 $— §— $— $—
Charges taken ..o 2 2 4 8
Amounts UHLZEd ......ccvvrriorcomenrersircnnrinnis = ) = )
Balance at December 31, 2000........ooovvvvecomrvernnnnn, $2 $— $4 $6
Amounts Uzed ........ccooercommiinmeremmrcrneen — = — -
Balance at December 31, 2001 ......ccooocovvieonviniennins $2 $— $4 $6
Amounts UHHZEd ........oovvurcvsviinmirirecinsssnecnin RV — — N
Balance at December 31, 2002 ... $— — $4 $4
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5, Asset Impairments

During 2000, Solutia recorded a $76 million impairment charge to cost of goods sold primarily to write down certain non-performing
and non-strategic fiber spinning, drawing and packaging equipment which supports several of Integrated Nylon's product lines. Solutia also
recorded an impairment charge to cost of goods sold of $15 million to write down chlorobenzenes’ production equipment in the
Performance Products and Services segment. The impairments were indicated by 2000 operating losses and projections of continued losses
primarily because of the noncompetitive cost positions these businesses have and the competitive market conditions that they face. The
carrying values of the assets were written down as determined by discounting expected future cash flows, using an appropriate discount rate.
The assumptions used in the cash flow projections approximated the market conditions experienced in 2000. These conditions are not
expected to improve significantly in the foreseeable future. The cash flow assumptions included a declining demand and market share
combined with decreased operating margins. Lower operating margins reflect the non-competitive cost position of these businesses and the
impact of lower selling prices associated with an extremely competitive operating environment.

During 2000, Solutia recorded a $6 million impairment charge to administrative expenses for the write down of capitalized software
costs related to the formation of the Astaris joint venture. The software had previously been fully dedicated to Solutia’s Phosphorus
Derivatives business. Impairment was indicated by a significant change in the extent and manner in which Astaris was expected to utilize the
asset under a transition services agreement. The carrying value of the asset was written down to its estimated fair value, as determined by
discounting expected future cash flows, using an appropriate discount rate.

6. Goodwill and Other Intangible Assets

Effective January 1, 2002, Solutia adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” In accordance with SFAS No. 142,
Solutia discontinued the amortization of goodwill and identifiable intangible assets that have indefinite useful lives. This statement also
required certain intangible assets that did not meet the criteria for recognition apart from goodwill, to be subsumed into goodwill. During
the quarter ended March 31, 2002, Solutia subsumed into goodwill $1 million of intangible assets net of related deferred tax liabilities
representing assembled workforce that did not meet the separability criteria under SFAS No. 141, “Business Combinations.”

In connection with the adoption of this standard, fair value measurements of the reporting units were estimated by a third-party
specialist utilizing both an income and market multiple approach. Based on this analysis, Solutia recorded an impairment loss of
$167 miilion during the first quarter of 2002 for the resins and additives businesses, which is presented as discontinued operations, due to
declining estimates of future results given current economic and market conditions. The goodwill impairment charge is non-deductible for
tax purposes and is reflected as the cumulative effect of change in accounting principle in the accompanying statement of consolidated
income (loss).
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Net income (loss) and earnings (loss) per share, excluding discontinued operations, for the years ended December 31, 2002, 2001 and
2000, adjusted to exclude the non-amortization provisions of SFAS No. 142, net of tax, are as follows:

2002 2001 2000

Net income (loss):
Income (loss) from continuing operations before

cumulative effect of change in accounting principle........ $ @ $ (81 $ 36
Goodwill AMOTHZATION.....vrvemrnecvisemminseneesssessnsessscessesseennes - 8 6
Equity method goodwill amOrtization............wcrreerreseecene - 2 1
Trademark amOITiZAtiON ..vvusvvervrerrsnssisssessssssessssssesssssssscossinns - 2 3
Cumulative effect of change in accounting principle.......... (167} — —

Adjusted Net Tncome (LOSS) ..c....oooevucorrersecuserisrerniiioneammessisresesssenns $ (175 $ (69) $ 46
2002 2001 2000

Basic earnings (loss) per share:
Income (loss) from continuing operations before
cumulative effect of change in accounting principle........ $(0.08) $(0.78) $0.34

Goodwill AMOTHZALION vevvcorrueeeerreeesscsmsssnreersersssssssrsssssassssnrees — 0.08 0.05
Equity method goodwill amOTtiZation. .........cmceecrencerirenee - 0.02 0.01
Trademark amOTtiZation........ccommmerercmrecrmsimmsinmeeneresseesesssnnne — 0.02 0.03
Cumulative effect of change in accounting principle........... _(1.39) e =
Adjusted Basic Earnings (Loss) per Share ..o $(1.67) $(0.66) $043
2002 2001 2000
Diluted earnings (loss) per share:

Income {loss) from continuing operations before
cumulative effect of change in accounting principle........ $(0.08) $(0.78) $0.34
GOOdWILL AMOTHZALON covvccecrsvcervvenecrrssssoresnnseesessssmessessesnen — 0.08 0.05
Equity method goodwill amortization — 0.02 0.01
Trademark amOItization..........ccrvvermirereemmeimeanecnsisereceriessecernne - 0.02 0.03
Cumulative effect of change in accounting principle........... {1.5%) — —
Adjusted Diluted Earnings (Loss) per Share .........c....coovvvernvens, $(L67) $(0.66) $0.43
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Identified intangible assets are as follows:

December 31, 2002

Gross Carrying Accumulated Net Carrying
Value Amortization Valug

Amortized intangible assets:

Contractual customer relationships................ $23 $(5 $18

Employment agreements............en. 5 (3 2

OtRET oo essssssesss s rsssssssssssssssnnes 8 8] 4

Translation..........cevvcevsssiosecneenerercssmsnmeenecernen b = _b
Total Amortized Intangible Assets.........c....c.cccocc $42 $(13) $29
Unamortized intangible assets:

Trademarks........ccrercnecemmerccnnsrcnssemsamsonionnes 39 4) 35

Translation .ccoiconeervermivermvesmrerivenmeersesnecsenessessons 2 e 2
Total Unamortized Intangible Assets .................. $41 $ $37
Total Identified Intangible Assefs.............cc....... $83 $(17 $66

December 31, 2001
Gross Carrying Accumulated Net Carrying
Value Amortization Value

Intangible assets:

Contractual customer relationships................. $23 $(3) $20

Trademarks 39 (4) 35

Assembled workforce 3 (1) 2

Employment agreements 5 (1) 4

Other ..o 1 G 3
Total Intangible Assets S 1 $(13) 364

The Company’s second quarter acquisition of Axio (see Note 2), resulted in goodwill of approximately $4 million. As a result of
adoption of SFAS No. 142, there have been no changes to amortizable lives or methods, except for trademarks, which have indefinite lives
as defined under the new standard. Trademarks are associated with products and tradenames of the Company and are expected to provide

benefits beyond the foreseeable future. Amortization expense for the net carrying amount of intangible
$3 million in 2004, $3 million in 2003, $3 million in 2006 and $3 million in 2007.

Goodwill as allocated by reportable segment is as follows:

Performance
Products
and Integrated
Services Nylon
Gross goodwill, December 31, 2001 ...coooocccvorrevrrrcmsserenricenn $142 $—
Accumulated amOTHZAION. .....oovvvvvcrvcenssorscsiovsinisessicsiseason _(16) —
Net goodwill, December 31, 2001 .c..cooccooocorccmecrecenevmnrvcreeennce $126 $—
GoodWill 8CQUITEd..cvvvvvvvvresmnesisnsinesicsssircssicmssesisisecsmsos 4 —
Intangible assets and related accounts subsumed:
Assembled WOIKIOTCE .......covvvivvvevimriimisicnsssccons 2 —
Deferred tax liabilities (i) —
Translation ... 13 =
Goodwill, December 31, 2002 $144 $=—
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SOLUTIA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
7. Risk Management Activities

Effective January 1, 2001, Solutia adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as
amended, which requires that all derivative instruments be reported on the balance sheet at fair value and establishes criteria for
designation and effectiveness of hedging relationships. The cumulative effect of adopting SFAS No. 133 as of January 1, 2001, resulted in a
cumulative addition (o other comprehensive income of $2 million aftertax, principally attributable to unrealized gains in commodity cash
flow hedges.

Solutia’s business operations give rise to market risk exposures that result from changes in currency exchange rates, interest rates and
certain commodity prices. To manage the volatility relating to these exposures, Solutia enters into various hedging transactions that enable
it to alleviate the adverse effects of financial market risk. Designation is performed on a specific exposure basis to support hedge accounting.
The changes in fair value of these hedging instruments are offset in part or in whole by corresponding changes in the fair value or cash flows
of the underlying exposures being hedged. Solutia’s hedging transactions are carried out under policies and procedures approved by the
Audit and Finance Committee of the board of directors, which do not permit the purchase or holding of any derivative financial instruments
for trading purposes.

Foreign Currency Exchange Rate Risk

Solutia manufactures and sells its products in a number of countries throughout the world and, as a result, is exposed to movements in
foreign currency exchange rates. Solutia uses foreign currency hedging instruments to manage the volatility associated with foreign currency
purchases of materials and other assets and liabilities created in the normal course of business. Solutia primarily uses forward exchange
contracts and purchased options to hedge these risks with maturities of less than 18 months.

Solutia also enters into certain foreign currency derivative instruments primarily to protect against exposure related to intercompany
financing transactions. Solutia has chosen not to designate these instruments as hedges and to allow the gains and losses that arise from
marking the contracts to market to be recorded in other income (expense)—net in the period. The net impact of the related gains and losses
was not material.

No cash flow hedges were discontinued during the year due to changes in expectations on the original forecasted transactions. Foreign
currency hedging activity is not material to Solutia’s financial statements,

Interest Rate Risk

Interest rate risk is primarily related to the changes in fair value of fixed-rate long-term debt and short-term, floating rate debt. Solutia
believes its current debt structure appropriately protects the Company from changes in interest rates and is not actively using any contracts
to manage interest rate risk.

Commodity Price Risk

Certain raw materials and energy sources used by Solutia are subject to price volatility caused by weather, crude oil prices, supply
conditions, political and economic variables and other unpredictable factors. Solutia routinely uses forward and option contracts to manage
a portion of the volatility related to anticipated energy purchases with maturities up to 6 months. These market instruments are designated
as cash flow hedges. The mark-to-market gain or loss on qualifying hedges is included in other comprehensive income (loss) to the extent
effective, and reclassified into cost of goods sold in the period during which the hedged transaction affects earnings. The mark-to-market
gains or losses on ineffective portions of hedges are recognized in cost of goods sold immediately. For the year ended December 31, 2002,
the net impact on other comprehensive income (loss) included approximately $1 million aftertax for realized losses on cash flow hedges.
Solutia estimates that existing net unrealized losses of less than $1 million will be reclassified to cost of goods sold within 12 months.

Credis Risk

Credit risk arising from the inability of a counterparty to meet the terms of Solutia’s financial instrument contracts is generally limited
to the amounts, if any, by which the counterparty’s obligations exceed the obligations of the Company. It is Solutia’s policy to enter into
financial instruments with a number of creditworthy counterparties. Therefore, Solutia does not expect to incur material credit losses on its
risk management or other financial statement instruments.
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8. Investments in Affiliates

During the first quarter of 2002, Solutia sold its 50 percent interest in the Advanced Elastomer Systems joint venture to ExxonMobil
Chemical Company, a division of Exxon Mobil Corporation and Exxon Chemical Asset Management Partnership, a subsidiary of Exxon
Mobil Corporation for approximately $102 million. The sale resulted in a gain of $5 million.

In April 2000, Astaris LLC, a joint venture between Solutia and FMC Corporation, started operations to manufacture and market
phosphorus chemicals. Solutia contributed its Phosphorus Derivatives business to the joint venture in exchange for a 50 percent ownership
share. Net assets contributed to the venture totaled approximately $87 miltion. During the third quarter of 2000, Solutia received $85 million
from Astaris representing a cash distribution and repayment of working capital loans. In connection with the completion of the external
financing agreement for Astaris, which expires in September of 2005, Solutia and FMC contractually agreed to provide Astaris with funding
in the event the joint venture fails to meet certain financial benchmarks. The financial benchmarks were based on forecasted earnings that
were developed when the joint venture was formed. Astaris’ earnings have fallen short of the forecast underlying its external financing
agreement due to numerous factors including significantly less than planned utilization of its purified wet acid technology, lower sales
volumes and lower average selling prices due to the prolonged weak U.S. economy. As a result of these earnings shortfalls versus the
original expectations developed at the time the venture was formed, Solutia has been required to make additional investments of
$30 million in 2002 and $31 million in 2001 to the joint venture. These payments have largely been used to reduce debt outstanding within
the venture. At December 31, 2002, net debt (total debt less cash) for Astaris totaled $160 million, $59 million lower than net debt at the end
of the prior year. Solutia and FMC are evaluating other financing alternatives for the joint venture. However, if no new financing
arrangements are in place for 2003, Solutia anticipates required contributions of approximately $50 million for 2003. Contributions are
recorded in the Investments in Affiliates line on the Statement of Consolidated Financial Position.

At December 31, 2002, Solutia’s investments in affiliates consisted principally of its 50 percent interests in the Flexsys and Astaris joint
ventures for which Solutia uses the equity method of accounting. Solutia received dividends from affiliates of approximately $25 million in
2002, $30 miltion in 2001 and $45 million in 2000. Summarized combined financial information for 100 percent of the Flexsys and Astaris
joint ventures and the results of operations for AES for the period up until the sale during the first quarter of 2002 is as follows:

2002 2001 2000

Results of operations:

NEE SALES..vvvvvvverrierseensssrecssesnsssssecss s ssssssscss i sssssssssss s sssssssses $962 $1,241 $1,247

Gross profit ....cocoeeerrrvvcrnnns 152 226 327

Operating income (loss) 30 (63) 138

Net inCome (1088) .ovecvvcerrcereverirerermerrensesmeesssimiassiesmeanmissecessessucens 12 {48) 9
Financial position:

CUTTENT BSSELS 1ovvvrvenecornitriserecsssesmensessosssiressesssssssssesssseosssessonsns $353 $ 493 $ 552

INODCUTTENE BSSELS .ovvvvvervesmvenrisveresssinssieseressaenrssssesssisssssennes 650 768 744

Current Habilities. oo .covoivvvccrnmrrinnccsmmmnsinmsrisisesssseonnes 336 498 347

Noncurrent HabIHEs ...........eereemwnmerrinnmnrmsmmesereceesseenens 273 205 334

9. Inventory Valuation
The components of inventories were:
2002 2001

FISHEd ZOOUS 1ovvvvvvvverrccersaessen s messecsnsssssse s s $179 $ 163
GOOTS 11 PIOCESS .ovvvvvvveermeerivnnsserccmnesssscerecsmecssssesseesimmmssmsensseamessssssccossessssssssssesrmnins 101 101
Raw materials and SUPPHES .......vvvvcvvvermmeermiosionmmanscomccmcnisnenressresnecsssmsmmeesmiene 83 81
Inventories, at FIFO COSL...c..uiiroininiinnscneemnssssivnsasssssssssssssssssssessssanses 363 345
Excess of FIFO 0Ver LIFO COSL......ovvvmmminicommnisiceriommeanicsssesmnssessisssanssrserees 10D (103)
TOMAL ...t et e $ 262 242

Inventories at FIFO approximate current cost. The effects of LIFO inventory liquidations were not significant.
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10, Income Taxes

'The components of income (loss) from continuing operations before income taxes were:

2002 2001 2000
United SEALES....oovccronvcrmscnsssmssrcesssssissssssmsssss s $(53) $(137) $30
Cutside United SLaes.........rcemrmismeresienssnnssssssmssesssssssssssnes ¥4 _ 13 =
TORAE ..o e $a19) $(124) $30

The components of income tax expense (benefit) charged to continuing operations were:

w2 20 20

Current:
U.S. £EAETAL ....ovoovcvs s ssssssessscsssssseessssssssressssnsessssns $— $(30)  $(48)
US. state —_ — —
Outside United SEALES......mmmcsmimmmsnseississssssinsinn i 23 _ 7
om0 @
Deferred:
ULS. fAETAL ....ovreeerrr s rensssss s ssscsssssssts s sssassssssssssnas (23) (6) 46
ULS. SEALE coorecermcrmncemmecnmreensesamonmmsscsnseessssssmensssssssessassscsnmenmsessi 9 (13) ()
Outside United SEAES....vmvvrmvmrsisimmicinncssssssisisnsss s _® (17 _ 4
R R
TOLAL oot ssmsss et $(1y $(43) $ (6

2002 2001 2000
U.S, federal STATULOTY TALE........coovcivvieeiniincnscssssssnsssssssss s 35% (35%  35%
U.S. Stale INCOME TAXES .ovvvvvvvvsnrcsnssismmessmassesssssssssressssssssssseessessnes (32) (7) (15)
EXDOT X DENEAL covvvevvcerercesssssmesmeesmmensmenirrisssemsessessssssesseessssene a7 2) (18)
Taxes related to foreign income, net of Credits w.....vvvvvvvverereeriinnne 65 (7) (14)
Valuation allowances - 9 25
Income from equity affiliates recorded net of tax 5 3 {50)
Oher st e {18 _4 17
Effective INCOME AKX FA18 .........ccooccrrvrvvermcerivcnnecnnirenssennssssscssccnsesessesresssnins 8%  35%  (20%

Deferred income tax balances were related to:

2002 2001

PLOPEILY 11ttt cermvcerrcenscasssanssesnmsencsnsesresssssmesssesssscsssesssmessnssessessisssssmmessrcenssensecn $(191) $(178)
Postretirement benefits 426 367
RESUIUCIUTING TSEIVES 1ocvvvivrvvvnsrrcersiesscenmmessesimecmssesssssnseesreesssssesssmeessssommeanescssecnnnes 2 3
Environmental Habilities ... 55 64
IRVERTOTY covevrr e vvereeseemesssemsesessesssssnssssssesseconssssnessenes 12 18
Tax credit carryforward 7 54
ValUAHON ALOWAICES ..covvcerrmermeensererriermmemerississmmsesmsesmeesessensassssssesessesssesssssessessssesneanes 5 (32)
66 29
43
Net deferred tax 885815 .......vucrriimmincimiissisrmsssmsms s $ 386 § 356
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At December 31, 2002, foreign tax credit carryforwards available to reduce possible future U.S. income taxes amounted to
approximately $7 million, all of which will expire in 2004 and 2005. At December 31, 2002, various federal, state and foreign net operating
loss carryforwards are available to offset future taxable income. These net operating losses expire in years after 2004 or have an indefinite
carryforward period. Valuation allowances have been provided for the foreign tax credit and net operating loss carryforwards that are not
likely to be utilized. Income taxes and remittance taxes have not been recorded on $67 million in undistributed earnings of subsidiaries,
either because any taxes on dividends would be offset substantially by foreign tax credits or because Solutia intends to reinvest those
earnings indefinitely. It is not practicable to estimate the tax effect of remitting these earnings to the United States.

11. Debt Obligations

Solutia’s debt obligations include borrowings against the amended revolving credit facility, notes and debentures. The weighted
average interest rate on short-term debt outstanding at December 31, 2002, was 7.2 percent and 5.0 percent at December 31, 2001. The
weighted average interest rate on total debt outstanding at December 31, 2002, was 7.8 percent and 6.1 percent at December 31, 2001.

On December 2, 2002, Solutia signed a definitive agreement to sell its resins, additives and adhesives businesses to UCB S.A. for
$500 million in cash, plus an upfront payment of $10 million for a period of exclusivity. On January 31, 2003, the sale was completed.
Proceeds from the divestiture were used to pay down all of the borrowings under the amended credit facility, provide $39 million cash
collateral for certain outstanding letters of credit and purchase the co-generation facility at Pensacola, Florida in accordance with bank
agreements. Accordingly, all of the borrowings under the amended credit facility are classified as short-term debt at December 31, 2002.

Amended Credit Facility

At December 31, 2002, the revolving credit facility had available capacity to borrow up to $140 million, after $78 million of letters of
credit outstanding under the facility.

On July 25,2002, Solutia and its bank syndicate amended Solutia’s revolving credit facility. The amendment extended the maturity of
the facility until August 2004. It also reduced the facility from $800 million to $600 million and separated the facility into a $300 million term
loan and a $300 million revolving credit facility. The term loan has been paid off with proceeds from the sale of the resins, additives and
adhesives businesses on January 31,2003. The amended credit facility required the Company to cash collateralize certain outstanding letters
of credit. Fees, expenses and other costs associated with the amended credit facility and cash collateralization of letters of credit totaled
$33 million. The amended credit facility is available for working capital and other general corporate purposes.

Borrowings under the amended credit facility bear interest at a floating rate based on LIBOR, plus an applicable margin. The margin
for LIBOR loans is 5.75 percent and will increase by 50 basis points in July 2003 and an additional 50 basis points in January 2004. A
premium in the amount of 2 percent of the principal repaid on the term loan will apply uatil July 25, 2003, and a premium of 1 percent will
apply to such principal payments thereafter.

In September 2002, Solutia negotiated an amendment to its revolving credit facility which reduced the amount of debt outstanding as
defined in the credit agreement for purposes of the leverage covenant ratio. Solutia deposited approximately $155 million from the proceeds
of the Senior Secured Notes offering which occurred in July 2002 with the trustee for the $150 million of 6.5 percent notes due October 15,
2002, to pay the principal and interest at maturity. However, the principal amount of the 6.5 percent notes due October 15, 2002, was still
considered outstanding debt under the amended credit facility. The amendment eliminated the $150 million of 6.5 percent notes due
October 15, 2002, from consideration in the leverage covenant ratio. Without the amendment, Solutia would not have been in compliance
with the leverage coverage ratio at September 30, 2002.

In order to facilitate the sale of the resins, additives and adhesives businesses to UCB S.A. and to be in compliance with the interest
coverage ratio at December 31, 2002, the Company was required to obtain amendments to its revolving credit facility. Effective December
24,2002, the facility was amended to modify certain financial covenants, release any collateral that is subject to the divestiture and release all
liens upon the property of the European subsidiary borrowers upon the repayment in full of the principal and interest of all amounts
outstanding in connection with the divestiture (“Amended Credit Facility”). Without the amendment, Solutia would not have been able to
sell its resins, additives and adhesives businesses or been in compliance with the interest coverage ratio at December 31, 2002.

Senior Secured Notes

On July 9, 2002, Solutia completed a private placement of 223,000 units consisting of $223 million of 11.25 percent senior secured 7-year
notes (the “Notes”) and warrants to purchase 5,533,522 shares of common stock at an exercise price of $7.59 per share. The warrants are
exercisable at any time after their separation from the Notes and before their expiration on July 15, 2009. The 7-year notes were issued by
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SOI Funding Corp., & special purpose entity, and the offering resulted in cash proceeds, net of estimated fees, of $193 million, which were
placed in escrow pending amendment of Solutia’s credit facility, as described under “Amended Credit Facility” above and assumption of
SOI Funding Corp.’s obligations under the notes. Both of these events occurred on July 25, 2002, at which time the net offering proceeds
were released from escrow. Solutia deposited approximately $155 million of the proceeds with the trustee for the $150 million of 6.5 percent
notes due October 15,2002, to pay the principal and interest at maturity. The remaining proceeds were used to pay fees, expenses and other
costs related to the Amended Credit Facility, cash collateralize existing letters of credit and repay a portion of borrowings under Solutia’s
Amended Credit Facility.

Solutia recorded the Notes and warrants based on their estimated relative fair value at the time of their issuance. Accordingly, Solutia
recorded $182 million for the value of the Notes and $19 million for the value of the warrants. The discount associated with this offering,
which includes the value given to the warrants, will be non-deductible for income tax purposes.

On November 18, 2002, Solutia completed an exchange offer for all of its outstanding 11.25% Senior Secured Notes due 2009 issued
under Rule 144A for notes which are available to be traded freely.

Solutia’s obligations and the obligations of its subsidiary borrowers under the Amended Credit Facility and the Notes are guaranteed
by CPHilms Inc., Monchem International, Inc., Monchem, Inc., Solutia Systems, Inc. and each of Solutia’s subsequently acquired or
organized domestic subsidiaries, subject to certain exceptions. In addition, Solutia Inc. guarantees the payment of amounts due from
subsidiary borrowers under the Amended Credit Facility. The Notes and the guarantees are secured by either first or second priority liens
on all of the domestic collateral securing Solutia’s bank obligations.

Long-Term Debt

Long-term debt consisted of the following:

2 2001

6.50% NOtES dUE 2002......cerrrvvreciemmrinricosiessiesssssecsssisnssssssessionssssssssessssssssssssconsassssess $— $150
6.72% debentures puttable 2004, due 2037 .....c.ccomrcrieconmmicssicnriimcssiaimeericns 150 150
6.25% euro notes due 2005 208 177
11.25% notes due 2000 ... ssssssin 223 —
300 300

— 2

@ 0

839 776

- 150)

B 506

Interest is payable semiannually, on January 15 and July 15 for the 11.25% notes and on April 15 and October 15 for the remaining
maturities. The holders of the 2037 debentures have the right to require repayment on October 15, 2004. The notes and debentures contain
provisions that, among other things, restrict Solutia’s ability to create liens on assets and its ability to enter into sale and leaseback
transactions.

12, Fair Values of Financial Instruments

The estimated fair value of Solutia’s long-term debt was $650 million as of December 31, 2002, and $553 million as of December 31,
2001. These estimates compare with the recorded amount of $839 million in 2002 and $626 million in 2001.

The recorded amounts of cash, trade receivables, third-party guarantees, accounts payable and short-term debt approximate their fair
values at both December 31, 2002, and December 31, 2001. The estimated fair value of the Company’s foreign currency forward contracts on
intercompany financing transactions was approximately $16 million at December 31, 2002. Notional amounts for purchase contracts were
$413 million at December 31, 2002, and $308 million at December 31, 2001, and for sell contracts the notional amounts were $413 million at
December 31, 2002, and $301 million at December 31, 2001.
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Fair values are estimated by the use of quoted market prices, estimates obtained from brokers and other appropriate valuation
techniques and are based upon information available as of December 31, 2002, and December 31, 2001. The fair-value estimates do not
necessarily reflect the values Solutia could realize in the current market.

13. Postretirement Benefits

Pension benefits are based on the employee’s age, years of service and/or compensation level. The qualified pension plan is funded in
accordance with Solutia’s long-range projections of the plan’s financial conditions. These projections take into account benefits earned and
expected to be earned, anticipated returns on pension plan assets and income tax and other regulations. Prior to the spinoff, the majority of
Solutia’s employees participated in Monsanto’s noncontributory pension plans. In conjunction with the spinoff, Solutia assumed pension
liabilities and received related assets from those plans for its applicable active employees and for certain former employees who left
Monsanto in earlier years.

Certain employees also participate in benefit programs that provide certain health care and life insurance benefits for retired
employees. All regular, full-time U.S. employees and certain employees in other countries, who were employed by the Company on or
before December 31, 1998, may become eligible for these benefits if they reach retirement age while employed by Solutia and have the
required years of service. These postretirement benefits are unfunded and are generally based on the employee’s age, years of service and/or
compensation level. The costs of postretirement benefits are accrued by the date the employees become eligible for the benefits. In
comnection with the spinoff, Solutia assumed retiree medical liabilities for its applicable active employees and for approximately two-thirds
of the retired U.S. employees of Monsanto.

For 2002, 2001, and 2000, Solutia’s pension and healthcare and other benefit costs were as follows:

Healthcare and

Pension Benefits Other Benefits
2002 2001 2000 2002 2001 2000
Service costs for benefits €arned. ..o evrensecemeeenmenmecrmeemsreerneesmsensionses $ 2 $ 30 $ R $ 9 $10 $10
Interest cost on benefit obligation m 122 130 52 53 53
Assumed return on plan assets ............. (129 (145) (144) - — —
PLHOT SETVICE COSLS..ovvvevrcvevevemmmenmrrnnrsesssessessssesssesseessenscsessesssensessonsessmessecons pAl 21 21 (13) (15) (18)
TEADSIHION SSEL .ovvvvvvvrenrvcnmrverreerrennecenssessessscssscssosseesismssseesmesnessnecesseenseene - 2) (10) - — —
Recognized net (gain)loss © (8) 4 9 10 7
SEUHIEIMENT ... vvvovicr ettt st en s e ss bbb sres 17 1 (23) = - =
TOAL c.oooeevvr st et sssecsmset e s $ 40 § 19 $§ 10 $ 57 $ 58 $52

|
|
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Components of the changes in fair value of plan assets, changes in the benefit obligation and the funding status of Solutia’s
postretirement plans were as follows:

Healthcare and
Pension Benefits Cther Benefits
_2002 20 2002 2001
Changes in Fair Value of Plan Assets
Fair value of plan assets at JANUATY L. $1,384 $1,724 $ — $—
Actual return on plan assets (113 (81) — —
Employer Contributions........cccccuiionmminimommmmmsmssssn, 24 5 - —
SEUIEIMEIIES vvvvvveeveceresereresb et e r b s be st e bs s ss bbbt bbb b e (10) — —_ —
BEREAUS PAIL ... crvcvasnienicrrsisiccnmmismrsisiccrsecsmianeassnesssssssscssesssssansassssssssssessiscossisniss _ {246 _(264) i i
Fair value of plan assets at December 3L........ccvnnincnonn., $1,039 $1384 $ — $ —
Changes in Benefit Obligation
Benefit 0bligation at JANUATY 1 ...ccvierivessureesssesmessssssssessssssssssscsnssssscssmmssmsssrssssssessassrssns $1,709 $1,751 $ 802 $730
SEIVICE COSES .vvvrvveermmivrrvcssmsenmmessiecemmmesscesmsanmsnsesssmsesseesseesssssmsaecein 26 30 9 10
TIIETESE COST.... nreesrrvenerer s sesscensesesecessssmnsesssssssecssesesmeesmsanisesessassssssesssss ssssmmmsnnassssssscesses 112 123 52 52
Participant CONIIDULIONS .....uunuuerieerriericonssmninscensecnsicesmmenmsmmmssenccsssesssecerisesmmmnmssnosesens — — 14 9
Actuarial losses 42 63 30 79
SEUIEIMEIIES 1..vvvv e btre st bbb s b st bbb as s ss et b st {13} — - —
Benefits Paid .....ce.vveveeeesemccnnrrenreenmicesmmermmaonseereeesnrens (250) (265) (104) (96)
Plan amendments - 2 - _18
Beneflt obligation at December 31 $1,626 $1,709 $ 803 $802

|
|
|

Plan assets consist principally of common stocks and U.S. government and corporate obligations. As a result of the decline in the fair
value of our plan assets, and, to a lesser extent, higher benefit obligations resulting from a lower discount rate, the amount of pension plan
underfunding in the pension plans increased to $587 million as of December 31, 2002. As a result of the underfunded status of the pension
plans and in accordance with SFAS No. 87, “Employers’ Accounting for Pensions,” Solutia recorded a non-cash minimum pension liability
of $262 million, an intangible asset of §68 million, an aftertax charge to shareholders’ deficit of $122 million and a related deferred tax asset
of §72 million at its measurement date of December 31, 2002.

The Company is actively managing the funding of the pension plan in order to meet the requirements of the IRS and the Pension
Benefits Guarantee Corporation (a U.S. federal agency). In the third quarter of 2002, Solutia made discretionary contributions of
$17 million to the qualified pension plan to reduce the probability of larger contribution requirements in the future and to utilize available
tax benefits. The Company also contributed $7 million in 2002 to fund its other benefit plans. According to IRS funding rules, Solutia does
not expect to be required to make a pension contribution in 2003. However, future discretionary contributions will be considered based on
actual market returns, pension cost projections and tax and other financial considerations,

The funded status of Solutia’s postretirement benefit plans at December 31, 2002, and 2001 was as follows:

Healthcare and

Pengion Benefits Other Benefits
2002 2001 2002 2001
FURBEA STALUS ......c.cv.cevvesscsrsss st ssssssssss s s s s $(87)  $(325) $(803)  $(802)
Unrecognized actuarial loss 298 27 151 132
Unrecognized PriOr SEIVICE COSLS ....uvecurmeermeummmmrresmmessmmesmmmmsmscssssssssssssssss ssssmsssssssssessssssssssessens 95 116 (92 (107
Accrued net liability at December 3h........ooncnenossssssisonon, $(194) $(182) $(749 $(717)
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The accrued net liability was included in:

Healthcare and
Pension Benefits Other Benefits
2002 2001 2002 2001

Prepaid DENEMIE COSLuumummummumimmiimmmmmmmmmicemmmmmmmsismrsssisrsssssssss s assssssssssssssssesssssssssss st ssssons $ 18 $ 14 $ — § —
ACCTUEA DENEMIL COSL...rvvvvirvirvcviimmicemmessscmeinsin s ssesismseconsinsmmss e ssecesseansansssonccssscesrsssesens (513) (235) {144) (77
[NEANGIBIE SSEL . erecorrcerrrarrervrrcnscensseressses s ssssseessssssssasessmnsssaas ssmmasssasssmssssssassssssosns 9 31 - —
Deferred tax asset .o 75 3 — —
Accumulated other comprehensive loss 127 5 — —
Accrued net Habiliy ... e $(194) $(182) $(744) $(717)

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the pension plans with accumulated
benefit obligations in excess of plan assets were $1,601 million, $1,551 million and $1,017 million, respectively, as of December 31,2002, and
$1,643 million, $1,547 million and $1,313 million, respectively, as of December 31, 2001,

The significant actuarial assumptions used to estimate the projected benefit obligation for the Company’s principal pension, healthcare
and other benefit plans were as follows:

Healthcare and
Pension Benefits Other Benefits
2002 2001 2002 2000
DISCOUNE TALE....ovvvevvveiriveieisers e e sessses s st s s tss s sa st s s sm bbbt s 6.75%  7.00% 675%  7.00%
Assumed long-term rate of return on plan aSSELS ............wwerrerricreressonicsmeericameemmmermrersres e 9.25%  9.50% - —
Annual rates of salary increase (for plans that base benefits on final compensation level)...... 375%  4.00% - -
Assumed trend rate for REalthare COSISI) ........voommmerromcreenseoressesssmsesssessssesesssseessessnsseenee - —_ 1000%  5.25%
Ultimate trend rate for healthCare COSLS........uormimimiirsiissiesicssssmmmonssesmmssssisssmseesseesenss — — 500%  525%

" Five vear trend rate assumption was adjusted in 2002 to reflect market trends. Rate is assumed to decrease to 5.0% by 2008 and remain at that level thereafter.

A 1 percent change in the assumed heaith care cost trend rates would have the following effect as of December 31, 2002:

1-Percentage- 1-Percentage-

Point Increase Point Decrease
Effect on total service and interest cost COMPONENLS .........covvnecen. $— §—
Effect on postretirement benefit obligation .......c.ccccomecnicnseenniane 2 2)

14. Employee Savings Plans

In connection with the spinoff, Monsanto common stock held by the Monsanto Employee Stock Ownership Plan (ESOP) and related
Monsanto ESOP borrowings were allocated between Solutia and Monsanto. As a result of this allocation, Solutia received 2.4 million shares
of Monsanto common stock and assumed $29 million of ESOP debt to third parties. Simultaneously, Solutia created its own ESOP,
established a trust to hold the Monsanto shares, and issued a $29 million loan to the trust. The trust used the proceeds of the loan to repay
the assumed third-party debt. Subsequent to the spinoff, the ESOP trust was required by government regulations to divest its holdings of
Monsanto common stock and to use the proceeds to acquire Solutia common stock. The divestiture of Monsanto common stock and the
purchase of Solutia common stock were completed in early 1998. At inception, the trust held 10,737,097 shares of Solutia common stock. As
of December 31, 2002, there have been 10,737,097 shares allocated to participants. The ESOP loans to Solutia were repaid in 2002. The
ESOP is no longer leveraged. During 2002, the ESOP purchased Solutia common stock on the open market to fund company match. The
ESOP will fulfill future matching obligations with the use of treasury stock and open market purchases.

Substantially all U.S. employees of Solutia are eligible to participate in the Solutia Inc. Savings and Investment Plan, a 401(k) plan.
Shares held in the ESOP were used to make Solutia’s matching contribution to eligible participants’ accounts under this plan. The number
of shares released was computed on each pay date based on formula that considers the participant contribution, the Solutia matching rate,
and Solutia’s closing stock price. Shares allocated to participant accounts totaled 433,536 shares in 2002, 1,160,203 shares in 2001, and
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1,314,341 shares in 2000. The value of these contributions was $4 million in 2002, $15 million in 2001 and $17 million in 2000. Company cash
contributions during 2002 were used to repay ESOP loans of $2 million and to purchase Solutia common stock on the open market of
$11 million. Compensation expense is equal to the cost of the shares allocated to participants and the cost to purchase Solutia’s common
stock on the open market.

Information regarding the ESOP follows:

o 20 2w
TOtal ESOP EXPENSE ..cvvveerevermrrrrrremssasssesmsesssseracassssssessssssssesssessissssssssssssies $13 $8 $10
Interest portion of total ESOP €XPENSe ........ccoecevuvsemsenmiomressccssiserrvenee - 1 |
Cash CONLITDULIONS ..covvvormrivrssssccsvesessesnscsincsssniismmesmseessemsmsenses 13 7 10

15. Stock Option Plans

Solutia has two stock-based incentive plans under which awards are being granted to officers and employees, the Solutia Inc. 2000
Stock-Based Incentive Plan and the Solutia Inc. 1997 Stock-Based Incentive Plan. The 2000 plan authorizes up to 5,400,000, and the 1997
plan up to 7,800,000, shares of Solutia common stock for grants of non-qualified and incentive stock options, stock appreciation rights,
restricted stock awards and bonus stock awards. The shares used may be newly issued shares, treasury shares or a combination. Under both
plans, the exercise price of a stock option must be no less than the fair market value of Solutia’s common stock on the option grant date.
Additionally, the plans provide that the term of any stock option granted may not exceed 10 years. At December 31, 2002, approximately
2,036,196 shares from the 2000 plan and 146,772 shares from the 1997 plan remained available for grants,

During 2002, non-qualified options to purchase 393,000 shares of Solutia common stock were granted under the plans to current
executive officers and other senior executives as a group, and non-qualified stock options to purchase 1,179,800 shares were granted to other
employees at an average exercise price of $10.28 per share. Total shares covered by options granted under the plans to current executive
officers and other senior executives as a group totaled 2,960,000 and other employees totaled 9,080,318, through December 31, 2002. The
options granted to Solutia’s executive officers and other senior executives are primarily performance options that become exercisable upon
the earlier of achievement of specified share price targets or the ninth anniversary of the option grant. The options granted to the other
management employees are time-based. They generally become exercisable in thirds, one-third on each of the first three anniversaries of
the option grant date.

The Solutia Inc. Non-Employee Director Compensation Plan provides incentives to non-employee members of Solutia’s board of
directors. This plan authorizes up to 400,000 shares for grants of non-qualified stock options and for grants of deferred shares in payment of
all or a portion of the annual retainer for the non-employee directors. Only treasury shares may be used. Under this plan, the exercise price
of a stock option must be no less than the fair market value of Solutia’s common stock on the grant date and the term of any stock option
granted under the plan may not exceed 10 years. At December 31, 2002, 65,650 shares of Solutia’s common stock remained available for
grants under the plan. Shares covered by options granted to non-employee directors totaled 24,833 in 2002, 25,167 in 2001 and 25,167 in
2090.
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As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation,” Solutia has elected to continue following the guidance
of Accounting Principles Board (APB) Opinion No. 25, ““Accounting for Stock Issued to Employees,” for measurement and recognition of
stock-based transactions with employees. Accordingly, no compensation cost has been recognized for Solutia’s option plans in net income
{loss), as all options granted under the plans had an exercise price equal to the market value of the Company’s stock on the date of the grant.
Had the determination of compensation cost for these plans been based on the fair value at the grant dates for awards under these plans,
consistent with the method of SFAS No. 123, Solutia’s net income (loss) would have been reduced (increased) to the pro forma amounts

indicated below:

2002 2001 2000
Net income (loss):
AS TEPOTTEX wovoverrerercrerevevrrrscmecnescsnimmsensseserseassssiseseasesnsee $ (151 $ (59) $ 49
Deduct: Total stock-based employee compensation
expense determined using the Black-Scholes option-
pricing model for all awards, net of taX.......cccerreerennee ()] (8) (0
Pro fOrMa...oovvooeervceessrvesses e sss s ssssssrssssssssnssrssnses (158) (67) 4
Earnings (less) per share:
Basic—aS TEPOILEd ..vvvveevcrernsiriensrcerrrrsssreessesssessmsesssesscesssanmenns $(1.44) $(0.57) $0.46
Basic—pro fOrma ..co.ueveeecveveeesrsncsmmeres s ssssecsresssssssseserssens $(1.51) $(0.64) $0.40
Diluted—as TEPOTIEA ..vcceveeerrirnssmerecermammsssssecssssssssasssssssssesss $(1.44) $(0.57) $0.46
Diluted—pro forma ........cereermeenrennressmerseersssssesseenes $(L51 $(0.64) $0.39

Compensation expense resulting from the fair value method of SFAS No. 123 may not be representative of compensation expense to be
incurred on a pro forma basis in future years. The fair value of each option grant is estimated on the date of grant by use of the Black-
Scholes option-pricing model.

The following weighted-average assumptions were used for grants of Solutia options in 2002, 2001 and 2000:

2002
Expected dividend yield 0.4%
Expected volatility ........... 54.7%
RiSK-TTEE INIEIESE TALES cov.vvvvvreccerrrermmccrrecrecemmimmseseraricnmmmmsmnscssiesssmansies 4.3%
Expected option lives (FEars) ........cumimmesmeammmrmenensssienssssensons 50

20

02%
34.0%

58%

50

The weighted-average fair values of options granted were $5.08 in 2002, $5.57 in 2001 and $5.30 in 2000.
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A summary of the status of Solutia’s stock option plans for years ended December 31, 2002, 2001 and 2000 follows:

Qutstanding
Exercisable Weighted-Average
Opticns Options Exercise Price
December 31, 1999......cccmrmmmmierinnriessesmnnrens 18,878,930 26,764,505 $15.27
(€521 11T T SOOI 1,912,043 $13.98
EXEICISEd covvevrrinmenirrcmeeimsenscssssssrecnnnns (379,687) 6.74
251071 11 O (1,283,570) 1721
December 31, 2000........ccovrcvmmenmenrrinernnens 23,613,549 27013291 $15.21
GEANLEd .cvvvooreveeevcorecerereesmeeseresesesssenmesesssenseens 1,762,417 $13.68
55,053 1T OO (1,796,038) 6.14
EXDITEQ.ricoverreecinsemmeonmiisisenecssscinmicninis (1,278,689) 16.32
December 31, 2001......cccoiveieeieercnncerernnriones 22,015,711 25,700,981 $15.68
GIANLEA oo enecerresesseseseeerisensenns 1,597,633 $10.23
Exercised {365,394) 5.57
EXPITEQ.vccorvvcrmirnnneemmseeenmrssnssssscesssssnnes (1,582,710) 15.99
December 3L, 2002......cccoovvomrrverrencinerios 21,712,948 25,350,510 $15.47

The following table summarizes information about stock options outstanding at December 31, 2002:

Options Outstanding:

Range of Weighted-Average
Exercise Remaining Weighted-Average
Prices Number Contractual Life Exercise Price
2,271,237 1.1 $ 6.02
1,559,246 89 10.30
5,113,893 6.2 13.75
10,203,056 41 1647
5,972,199 51 19.70
2310 29 s 230,879 5.3 27.35
$ 31029 sorvcecrmmervecricomrecaneomreeeeeeressissisens 25,350,510 §=8 $15.47
Options Exercisable:
Range of Weighted-Average
Exercise Prices Number Exercise Price
§ 30 T oomenre et et iss sttt 2,257,604 $6.03
34,078 10.58
3,421,524 1371
1080 18 oo s e nes 10,203,056 1647
1910 22 ot ss st 5,565,799 19.66
2300 29 st 230,879 2735
$ 30 29 oo 21,712,940 $15.87

16. Capital Stock

Solutia’s board of directors declared a dividend of one preferred stock purchase right for each share of Solutia’s common stock issued
in the distribution of shares by Monsanto to its shareholders on the effective date of the spinoff and authorized the issuance of one right for
each share of common stock issued after the effective date of the spinoff until the earlier of the date the rights become exercisable and the
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termination date of the rights plan. If a person or group acquires beneficial ownership of 20 percent or more, or announces a tender offer
that would result in beneficial ownership of 20 percent or more, of Solutia’s outstanding common stock, the rights become exercisable.
Then, for every right held, the owner will be entitled to purchase one one-hundredth of a share of a series of preferred stock for $125. If
Solutia is acquired in a business combination transaction while the rights are outstanding, for every right held, the holder will be entitled to
purchase, for $125, common shares of the acquiring company having a market value of $250. In addition, if a person or group acquires
beneficial ownership of 20 percent or more of Solutia’s outstanding common stock, for every right held, the holder (other than such person
or members of such group) will be entitled to purchase, for $125, a number of shares of Solutia’s common stock having a market value of
$250. Furthermore, at any time after a person or group acquires beneficial ownership of 20 percent or more (but less than 50 percent) of
Solutia’s outstanding common stock, Solutia’s board of directors may, at its option, exchange part or all of the rights (other than rights held
by the acquiring person or group) for shares of Solutia’s common stock on a one-share-for-every-one-right basis. At any time prior to the
acquisition of such a 20 percent position, Solutia can redeem each right for $0.01. The board of directors is also authorized to reduce the
aforementioned 20 percent thresholds to not less than 10 percent. The rights expire in the year 2007.

The Company has 10 million shares of preferred stock, par value $0.01 per share, authorized. As of December 31, 2002, there were no
preferred shares issued or outstanding.

17. Commitments and Contingencies

Commitments, principally in connection with uncompleted additions to property, were approximately $7 million at December 31, 2002.
Solutia was contingently liable as a guarantor principally in connection with bank loans totaling approximately $9 million in 2001. In
addition, as of December 31, 2002, the Company was contingently liable under letters of credit, primarily related to environmental
remediation, totaling $128 million, $11 million of which were cash collaterized. Solutia collaterized an additional $39 million of letters of
credit on January 31, 2003, with proceeds from the divestiture of the resins, additives and adhesives businesses. Solutia’s future minimum
payments under noncancelable operating leases and unconditional purchase obligations are $25 million for 2003, $26 million for 2004,
$20 million for 2005, $17 million for 2006, $50 million for 2007, and $66 million thereafter.

Solutia has entered into agreements with certain customers to supply a guaranteed quantity of certain products annually at prices
specified in the agreements. In return, the customers have advanced funds to Solutia to cover the costs of expanding capacity to provide the
guaranteed supply. Solutia has recorded the advances as deferred credits and amortizes the amounts to income as the customers purchase
the products. The unamortized deferred credits were approximately $161 million at December 31, 2002, and approximately $175 million at
December 31, 2001.

The more significant concentrations in Solutia’s trade receivables at year-end were:

2002
North Europe/ Latin Asia
America Africa America Pacific Total
GLASS oo scemreeessesss s senesesessessseesseen $11 $38 $10 $11 $70
ChemiCalS. .. vvevivrscnmsianneeinssrssismreenssionansessensse 42 18 2 9 T
CAIPCLccricrccrvrccnrccnmessirinmiimsomessassresssemmecormsssiinnes 28 1 — 1 30
2001
North Europe/ Latin Asia
America Africa America Pacific Total
GLASS st senseerssssenis $12 $37 $10 $9 $68
CREMICALS. ..cvvvvveessssiisserssssisssceeessnsmssssssssssssens 27 16 2 12 57
1651 ¢1 1 PSSRSO 32 1 — — 33

Management does not anticipate losses on its trade receivables in excess of established allowances.

Off-Balance Sheet Arrangements

In 1993, a co-generation facility was constructed at the Pensacola, Florida manufacturing site to provide the plant with electricity and
steam. Solutia financed the construction by placing the co-generation facility in a trust that was funded by a syndicate of commercial banks.
This arrangement enabled the Company to lease the facility rather than acquire it. Solutia makes operating lease payments of approxi-
mately $2 million annually and the lease term is co-terminous with the Amended Credit Facility. As required by the Amended Credit
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Facility, Solutia used a portion of the expected proceeds from the sale of the resins, additives and adhesives businesses to purchase the co-
generation facility from the trust for approximately $32 million during the first quarter of 2003.

In 1999, the Company’s corporate headquarters office building was constructed in St. Louis, Missouri. Solutia financed the construction
of the building by placing the facility in a trust that was funded by a syndicate of financial institutions. This arrangement enabled the
Company to lease the facility rather than acquire it. Solutia makes operating lease payments of approximately $3 million annually. The lease
term expires in August 2007 at which time the Company has the option to refinance the building through a similar lease arrangement,
purchase the building from the trust for the lease balance of approximately $43 million or sell the building on behalf of the trust and deliver
the proceeds to the trust. Solutia has provided the trust a residual value guaranty of approximately $35 million in the event that the building
is sold for less thar the lease balance or cannot be sold. Although current commercial real estate values in St. Louis, Missouri metropolitan
area have declined recently because of the general weakening of the economy in the United States, the Company estimates that the fair
value of the building exceeds the residual value guaranty and will continue to do so in the foreseeable future. As a result, the Company does
not expect this guarantee to have a financial statement impact. The Company intends to refinance the building with a similar leasing
arrangement when the current lease expires. Based on the terms of the lease agreements and the residual value guarantee Solutia provides
to the trust, the Company expects to be the primary beneficiary. As a result, Solutia would be required to consolidate the assets and
liabilities held by the trust in the third quarter of 2003.

Contingencies

In connection with the completion of the external financing agreement for Astaris, which expires in September of 2005, Solutia and its
equal partner in the venture, FMC Corporation, contractually agreed to provide Astaris with funding in the event the joint venture fails to
meet certain financial benchmarks. The financial benchmarks were based on forecasted earnings that were developed when the joint
venture was formed in April 2000. Astaris’ earnings have fallen short of the forecast underlying its external financing agreement due to
numerous factors including significantly less than planned utilization of its purified wet acid technology, lower sales volumes and lower
average selling prices due to the prolonged weak U.S. economy. As a result of these earnings shortfalls versus the original expectations
developed at the time the venture was formed, Solutia has been required to make additional investments of $30 million in 2002 and
$31 million in 2001 to the joint venture. These payments have largely been used to reduce debt outstanding within the venture. At
December 31, 2002, net debt (total debt less cash) for Astaris totaled $160 million, $59 million lower than net debt at the end of the prior
year. Solutia and FMC are evaluating other financing alternatives for the joint venture. However, if no new financing arrangements are in
place for 2003, Solutia anticipates required contributions of approximately $50 million for 2003. Contributions are recorded in the
Investments in Affiliates line on the Statement of Consolidated Financial Position.

The Statement of Consolidated Financial Position included accrued liabilities of $146 million at December 31, 2002, and $165 million at
December 31, 2001, for the remediation of identified waste disposal sites. Expenditures related to remediation activities were $26 million in
2002, $40 million in 2001, and $26 million in 2000. Solutia expects to incur expenditures in the range of $30 million to $40 million annually for
remediation activities for the foreseeable future.

Uncertainties related to recorded environmental liabilities include changing governmental policy and regulations, judicial proceedings,
the method and extent of remediation and future changes in technology. The Company believes that these matters, when ultimately
resolved, which may be over an extended period of time, will not have a material adverse effect on the consolidated financial position or
liquidity, but could have a material adverse effect on net income in any given period.

Mortgages on the plants located in Decatur, Alabama; Springfield, Massachusetts; Trenton, Michigan; Greenwood, South Carolina;
Alvin (Chocolate Bayou), Texas; Pensacola, Florida; and Martinsville, Virginia constitute a portion of the collateral securing the Amended
Credit Facility, publicly issued debt, and obligations under certain other financing facilities. In addition, there is a mechanics’ lien filed by
Fluor Daniel, a division of Fluor Enterprises, Inc., against the Chocolate Bayou facility, currently in the amount of $10 million, securing the
remaining payments the Company has agreed to make to Fluor Daniel over a three-year period in settlement of litigation arising out of the
construction of an acrylonitrile facility at the Chocolate Bayou plant.

As discussed in Item 3 to this report, because of the size and nature of its business, Solutia is a party to numerous legal proceedings.
Most of these proceedings have arisen in the ordinary course of business and involve claims for money damages. In addition, at the time we
became an independent company, we assumed liabilities related to specified legal proceedings from the former Monsanto Company (now
known as Pharmacia Corporation), under an agreement known as the Distribution Agreement. As a result, although Monsanto remains the
named defendant, the Company is required to manage the litigation and indemnify Monsanto for costs, expenses and judgments arising
from the litigation. While the results of litigation cannot be predicted with certainty, the Company does not believe, based on currently
available facts, that the ultimate resolution of any of these preceding matters will have a material adverse effect on our financial position or
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liquidity in any one year. However, resolution in those cases described below involving the alleged discharge of polychlorinated biphenyls
{“PCBs”) from the Anniston, Alabama plant site and the Penndot case, also described below, may have a material adverse effect on net
income in a given vear, although it is impossible at this time to estimate the range or amount of any such liability. In addition, there cannot
be any assurance that any final judgment against the Company in the Anniston, Alabama cases, if upheld on appeal, will not have a material
adverse effect on financial position and liquidity.

Monsanto manufactured PCBs at the Anniston, Alabama plant from 1935 to 1971. Solutia is defending a number of actions in state and
federal court in Alabama relating to the alleged emission of PCBs and other allegedly hazardous materials from that plant. Plaintiffs claim
to suffer from various personal injuries and are allegedly fearful of future illness. Some claim property damage. To date we have settled
approximately 5,900 PCB claims relating to Anniston. Four cases originally filed on behalf of approximately 3,500 plaintiffs were
consolidated and a trial of the claims of 16 individuals and one business from that group of plaintiffs is in progress. Plaintiffs in the current
trial are claiming property damage and mental anguish and are seeking compensatory and punitive damages and injunctive relief. The jury
in that case has returned a verdict finding Solutia liable to plaintiffs on theories of negligence, wantonness, suppression of the truth,
nuisance, trespass and outrage. The issue of damages has not yet been submitted to the jury. The jury also determined that the circumstances
in Anniston constitute a public nuisance. The Alabama Attorney General and the District Attorneys in four counties around Anniston
intervened in this matter as plaintiffs for the public nuisance count. They seek an order compelling Solutia to pay for a study of the impact of
PCBs in the area, and formulating a plan and setting a schedule for cleanup. In addition, the Alabama Department of Environmental
Management intervened in this matter to assure that any decision reached has a sound scientific basis. Another Anniston case pending in
federal court in Birmingham, Alabama, filed on behalf of 1,116 minor plaintiffs, now involves approximately 17,000 adult and minor
plaintiffs. Those plaintiffs claim to suffer unspecified injuries and assert their right to medical monitoring and testing, and seek compensa-
tory and punitive damages in unspecified amounts. The case will proceed in phases, with trial of the claims of 8 Phase I plaintiffs scheduled
to begin after July 31, 2003. These cases are being vigorously defended.

Solutia is also defending an action brought against Monsanto in the Commonwealth Court of Pennsylvania relating to the discovery of
low levels of PCBs in the Transportation & Safety Building owned by the Commonweaith in Harrisburg, Pennsylvania. The Commonwealth
sought recovery of costs it allegedly incurred in testing, monitoring, cleanup, demolition and temporary relocation of Commonwealth
employees allegedly caused by the PCBs found in the building. In addition the Commonwealth sought the cost of constructing a new
building on the site of the T&S Building. After trial a judgment was entered against Monsanto in the amount of $59.5 million, and Solutia
filed an appeal with the Pennsylvania Supreme Court. This matter is being vigorously defended. Liability, if any, that may result from
litigation against Solutia is not determinable. Management does not believe that the ultimate resolution of these cases will have a material
adverse impact on its consolidated financial position or Liquidity. However, it is possible that a resolution of these cases may have a material
adverse impact on Solutia’s net income in a given year, although it is impossible at this time to estimate the range or amount of any such
liability.

18, Supplemental Data

Supplemental income statement data from continuing operations were:

2002 2001 2000

“Raw material and NETZY COSIS ...uruurmmmmmemmimmmreemmmsmresrsemessscsssssssssissmsssssssssssssss st sesasson $1,008 $ 969 $1,045
Employee compensation and benefits... 693 706 746
Taxes other than income........ 9% 102 104
Rent eXpense...... e 39 33 35
Provision for dOUDLIUL ACCOUNLS ....cvuerrreereeerserreemmessiesmsareeessenseosmnsssessecsssesmsesssssecessasnesessasssnesecessssssens - 1 11
Technological expenses:

Research and deVelOPIIENT..........cc.vvercrmccmermmencien oo rcemsccsreencsasicssmessmmessmmmsmsssisssesisissiinns 39 43 57

Engineering, commercial development and patent..........co e 8 7 10
Total technologiCal EXPEIISES ........ccvimimmvivcrmmmismscomnnssssianssesssssscsssssssssisssise s sssssessssssasesisis 47 50 67
Interest expense:

TOTAl INTETEST COST.....cvvveumiriicrccnriamstrine st ssssasic st sensssss s ssssasstssssrssessasissssanss 85 72 I

LesS CAPUALIZET UETESE ..ovvvvvrvvrverreersinrecrsronsssnesenmiessisseesmessssasessecesssmmssmacsssesmsassmussasss s 1 2 17
NEE IIETESE BXPEIISE oo cecesvisesissessssemersssieosrecsneess s ses sabbssessssssss st s sassstsenas 3 70 55
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19, Segment and Geographic Data
In anticipation-of the divestiture of the resins, additives and adhesives businesses, Solutia reorganized its management structure and

realigned its reportable segments during the fourth quarter of 2002. Solutia’s new reportable segments and their major products are as
follows:

Performance Products and Services Integrated Nylon

SAFLEX® plastic interlayer Nylon intermediate “building block” chemicals
Polyvinyl butyral for KEEPSAFE®, SAFLEX INSIDE® (in Europe only) Merchant polymer and nylon extrusion polymers, including VYDYNE®

and KEEPSAFE MAXIMUM® [aminated window glass and ASCEND®
LLUMARE®, VISTA® and GILA® professional and retail window films Carpet fibers, including the WEAR-DATED® and ULTRON® brands
VANCEVA™ films Industrial nylon fibers
Conductive and anti-reflective coated films and deep-dyed films ACRILAN® acrylic fibers for apparel, upholstery fabrics, craft yarns
Tndustrial products, including THERMINOLS heat transfer fluids, and other applications

DEQUEST® water treatment chemicals, SKYDROLS aviation hydraulic
fluids, SKYKLEENS® aviation solvents, and chlorobenzenes

Services for process research and development, scale-up manufacturing
and small volume licensed production for the pharmaceutical industry

Solutia evaluates the performance of its operating segments based on segment earnings before interest expense and income taxes
(EBIT), which includes marketing, administrative, technological, and amortization expenses and other restructuring and asset impairment
charges that can be directly attributable to the segment profit/(loss). Certain expenses and other items that are managed outside of the
segments are excluded. These unallocated items consist primarily of corporate expenses, equity earnings (loss) from affiliates, interest
expense, other income—net and expense items, gains and losses from asset dispositions and restructuring charges that are not directly
attributable to the operating segment.

Solutia’s 2002, 2001 and 2000 segment information follows:

Year Ended December 31,
2002 2001 2000
Inter- Inter- Inter-
Net segment Net segment Net segment
Sales Sales Profit Sales Sales Profit Sales Sales Profit
Segment:
Performance Products and Services . $ 945 $— $ 78 $ 90 $— $ 77 $1.128 $1 $1
[ntegrated Nvlon 1,29% - _u 1,308 — 6 1,490 = _ (33
Segment totals 2,241 — 102 2,268 - 8 2618 1 78
Reconciliation to consolidated totals:
SIS EUMINAIONS ..evvrrrrvrroserssisserseesosssmsmssessessmresssessonssresessssmssesseesseseene ) (1)
Corporate expenses (61) 121y (115)
Equity earnings (loss) from affiliates........ 14 (13) 37
Interest expense (84) {(70) (55)
Gain on sale of Polymer Modifiers business - — 73
Other income (expense)—net . 10 3) 12
Consolidated totals:
Net sales 2241 $— §2268  $— 2617 $~
Income (loss) before income taxes. . $ (19 $(124) $ 30
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Year Ended December 31,
2002 2001 2000
Capital Depreciation Capital  Depreciation Capital  Depreciation
Expen- and Expen- and Expen- and
Assets ditures Amortization Assets ditures  Amortization Assets ditures  Amortization
Segment:
Performance Products and SETVICES.......vvveervemmmmeccesrmmmerseresen $ 923 $35 $ 50 $ 889 §63 $ 56 $ 94 $49 $ 66
Integrated Nvlon..... & 2 n w N 8 L 189 8
Segment totals.. $1,805 $56 $129 $1790 §83 $139 $2000  $208 $149
Reconciliation to consolidated totals:
Unallocated amOUNLS ..o vveenrecrcconmmreccsceccremssmmmnescconismeessassccsocnce 901 3 5 87 = _4 9 3 _3
Consolidated totals $2,706 $59 $134 $2.66 58 $143 $2755 sl $152
Solutia’s geographic information for 2002, 2001 and 2000 follows:
Net Sales Long-Lived Assets
2002 2001 2000 2002 2001
USRS bR $1,382 $1,465 $1,803 $ ™M $ 824
Other countries.... 859 803 814 153 136
Consolidated (01alS...............oooovvvveevvvvvevvnssericonssssrsr e issensesnecssees $2,241 $2,268 $2,617 $ 930 $ 960
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20, Quarterly Data—Unaudited

First Second Third Fourth Total
Quarter Quarter Quarter Quarter Year
Net Sales from Continuing Operations...........omermesccencn 2002 $ 520 $585 $574 $ 562 $2,241
Net Sales from Discontinued Operations...........c.ccovcnrneens 2002 $134 $151 $144 $130 $ 558
Net Sales Previously Reported on Form 10-Q ...c..occovvvnvvene 2002 $ 654 $736 $718 $692 $2,800
Net Sales from Continuing Operations.............c.eeesereeen 2001 $594 $594 $562 $518 $2,268
Net Sales from Discontinued Operations..........ccuerreesvrins 2001 §153 $143 $128 §125 $ 549
Net Sales Previgusly Reported on Form 10-Q .ovvecovvvvvrneee. 2001 §747 $737 $ 690 $ 643 $2.817
Gross Profit from Continuing Operations........c...cume 2062 37 96 86 94 363
Gross Profit from Discontinued Operations ... 2062 35 41 34 21 131
Gross Profit Previously Reported on Form 10-Q................ 2002 122 137 120 115 494
Gross Profit from Continuing Operations. ........vrermeere 2001 93 98 104 15 310
Gross Profit from Discontinued Operations..........o.e.cuuveen. 2001 35 30 25 29 119
Gross Profit Previously Reported on Form 10-Q................. 2001 128 128 129 4 429
Income (Loss) before Discontinued Operations and
Cumulative Effect of Change in Accounting Principle ... 2002 4 1 (6) )] &)
Income from Discontinued OpPErations ..........creommcsreeeres 2002 10 2 6 0] 24
Income (Loss) before Cumulative Effect of Change in
Accounting PrnCIple ... uveevecrmivcrmeresmiemmeenmenmssennecnniresseen 2002 14 23 — 2L 16
Income (Loss) before Discontinued Operations and
Cumulative Effect of Change in Accounting Principle ... 2001 5 8 8 (102) {81)
Income from Discontinued Operations ...............e.eemveerevenne 2001 17 5 1) 1 22
Income (Loss) before Cumulative Effect of Change in
Accounting PHNCIPIE «.coovcovccccerircerniesivcrsssssnicanssenneensens 2001 2 13 7 (101) (59)
Basic Earnings (L0ss) per Share...........oooimmenmmonrccrrvieninns 2002 0.13 0.22 - (0.20) .18
2001 0.21 0.13 0.07 097 {0.57)
Diluted Earnings (Loss) per Share..........ccmmmmmmmmcorirnnne 2002 0.13 0.22 - 0.26) 0.18
2001 0.21 0.12 0.07 (0.97) (0.57)
Net Income (LOSS) ouemeersrueummenmicmmmmenmiimmiesssmnsmnesnmmenns 2002 (153) 23 — (21} (153)
2001 n 13 7 (101) (59)
Common Stock Price:
ZO02.....ooooeeoceeermeeeseeseseseesseese s senesees et High 13.20 8.92 710 5.95 1320
Low 6.12 710 451 2.3t 231
2001..comrverreerssencneemmnsesseesessessensmmeesssscemseesssesses s sesresen High 14.85 15.07 14.14 1428 1507
Low 12.06 12.03 11.25 1171 1125

Net loss in the first quarter of 2002 includes an aftertax gain of $3 million from the sale of the Company’s 50 percent interest in the
Advanced Elastomer Systems joint venture. Net income in the third quarter of 2002 includes aftertax charges of $3 million related to the
resolution of a construction dispute with the contractor of the acrylonitrile plant in Alvin, (Chocolate Bayou) Texas and an aftertax charge
of $8 million for a non-cash pension settlement loss because of the significant amount of lump sum distributions from the pension plan. Net
loss in the fourth quarter of 2002 includes $4 million of charges for the Flexsys joint venture related to the write-down of production assets to
fair market value at its Nitro, West Virginia, facility, and an aftertax charge of 83 million for a non-cash pension settlement loss because of
the significant amount of lump sum distributions from the pension plan.

Net loss in the fourth quarter of 2001 includes aftertax charges of $96 miltion to cover Solutia’s share of restructuring costs at its Astaris
and Flexsys joint ventures, increases to environmental and self-insurance reserves, additional severance costs and the write down of certain
non-performing assets.
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Under SFAS No. 128, “Earnings per Share,” the quarterly and total year calculations of basic and diluted earnings (loss) per share are
based on weighted average shares outstanding for that quarterly or total year period, respectively. As a result, the sum of diluted earnings
(loss) per share for the quarterly periods may not equal total year earnings (loss) per share.

21. Consolidating Condensed Finarcial Statements

CPFilms, Inc., Monchem International, Inc., Monchem, Inc., and Solutia Systems, Inc., wholly-owned subsidiaries of the Company (the
“Guarantors”), are guarantors of the Amended Credit Facility and the Notes (see Note 11). The Guarantors fully and unconditionally
guarantee the Notes on a joint and several basis. The following consolidating condensed financial statements present, in separate columns,
financial information for: Solutia Inc. on a parent only basis carrying its investment in subsidiaries under the equity method; Guarantors on
a combined, or where appropriate, consolidated basis, carrying investments in subsidiaries who do not guarantee the debt (the “Non-
Guarantors”} under the equity method; Non-Guarantors on a combined, or where appropriate, consolidated basis; eliminating adjustments;
and consolidated totals as of December 31, 2002 and December 31, 2001, and for the years ended December 31, 2002, 2001 and 2000. The
eliminating adjustments primarily reflect intercompany transactions, such as interest income and expense, accounts receivable and payable,
advances, short and long-term debt, royalties and profit in inventory eliminations. The Company has not presented separate financial
statements and other disclosures concerning the Guarantors as such information is not material and would substantially duplicate
disclosures included elsewhere in this report.
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CONSOLIDATING STATEMENT OF LOSS
TWELVE MONTHS ENDED DECEMBER 31, 2002

(Dollars in millions)

Parent Only Non- Consolidated
Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
Net S2le5 ... rinereninnns $1,723 $ 153 $ 661 $(296) $2.241
Cost of goods sold 1,583 64 41 _(310) 1878
GOS8 PrOTIE..cooveoe e 140 89 120 14 363
MATKEHNG EXPENSES vvvvvvvrvcrerrvermmarmvessesmressmmssrecsmmsemmensrscssesssenns 103 19 25 — 147
AdMInISrative EXPENSES c.vvvervvevssvesmmiererssrecemsinesisssssimsisssees 91 7 30 — 128
Technological EXPENSES....c.v.cureeermmeemarmmecesmisnssemmssssssssssssiessisssnne 43 2 2 — 47
AMOTZAON EXPEISL...ornrrrreersineecereeesmmmsiessressssnmsisisnesessesnes — — 3 = 3
Operating Incene (LOSS} ... L] 61 60 14 38
Equity earnings (loss) from affiliates—net of tax ... (36) (173) — 222 13
TRLETESE EXPEIISE .ccvvvvvrveenrecereecrerresnecssseesmisssssens eesssssessssmissensisresnns {148) (8) (123) 195 (84)
Other INCOME=—NIEL.......cooverrrrnrissieissessseaesssenssssesessessisesiesses 22 102 & _(194) 14
Income (Loss) Before Imcome Taxes ... cervereerivecrconn, (259) (18) 21 3 (19
Income taxes (Benefit)........omoimimmomiinsvcsnsisien (86) 54 25 4 (i1
Laoss from Continuing Operations Before Cumulative
Effect of Change in Accounting Principle ... (173) (72) (%) 241 (8
Income from Discontinued Operations, net of tax.............. 24 59 57 (116) 24
Cumulative Effect of Change in Accounting Principle ........ 2 — (165) — (167)
NNEE LBSS . vvvnnrierenrsiceersissseseessssss s st s rssseessressssnssens $ (151 $ (13 $12) 125 $ (151)

CONSOLIDATING STATEMENT OF COMPREHENSIVE INCOME (LOSS)
TWELVE MONTHS ENDED DECEMBER 3i, 2002

{Dollars in millions)

Parent Only Non- Consolidated

Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
TNEE LOSS.....eevveenss st sassseesssss st sasesons $(151) $(13) $(112) $ 125 $(151)
QOther Comprehensive Income (Loss):
Currency translation adjustments ... 119 122 20 (142) 119
Net unrealized loss on derivative instruments, net of tax.... 1 — — — 1
Minimum pension liability adjustments, net of tax.............. (122) = (11) 11 (122)
Comprehensive IReome (Loss)........cwwrrimrccerrimmcerrisrion. $(153) $109 $(103) $ (6 $(153)
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(Dollars in millions)

Parent Only Non- Consolidated

Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
INEE SAIES oo crosmssssssesnessrsssssssssssssssesensssss $1,773 $ 145 $ 664 $(314) $2,268
Cost of goods sold 1678 _ 63 _ 546 _(329) 1,958
GROSS PrOfit ... cvinnnesssscnnesssiesmsss s ssssssnnens 95 82 118 15 310
Marketing EXPEDSES ..........uivvurmmsmmssmmessminisssssssssssssssssisssssssnes 113 17 12 — 142
AdMIDISIIAtive EXPEIISES cvcovverrrmsecesmeesmisomsimmiisscssscassisssssssessnes 95 7 40 - 142
Technological EXPENSES.........evermmemmerssereccrmmermmecersresmnseenie 45 2 3 — 50
Amortization expense = __ 6 __ 6 e 12
Operating Income (LOSS) ... (158) 50 57 15 (36)
Equity earnings (loss) from affiliates—net of tax ............... 122 8 4 (139) (13)
INIETESE BXPEMSE...ccocovervcerccrrismsiscsrmcammssessssinssessiisssrsans (132) (7) {140) 209 (70)
Other incOME (EXPENSE}—NEL .vvvuvncmummrarrssssserssarseesmassssesssnaee _ (19 127 iy (229 _ %
Income (Loss) Before Income Taxes .............ccoooovvvcveernsinnn. (187) 178 4 (139) (124)
InCOme taxes (DENEAL)......ccurrermmmmmmereressrrreneeesseerseeresesmensesennnse _(106) 54 _ 9 e _ (43
Income (Loss) from Continuing Operations...............c........ 81) 124 15 (139) (81)
Income from Discontinued Operations, net of taxX ............ 2 4 45 (%0 2
Net Income (L0SS) ...........cccoommmmmnrrivicinnsimnnnsssssismsssssscsssssnnnens $ 9 $ 169 $ 60 $(229) $ (59

CONSOLIDATING STATEMENT OF COMPREHENSIVE INCOME (LOSS)
TWELVE MONTHS ENDED DECEMBER 31, 2001
(Dollars in millions)

Parent Only Non- Consolidated

Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
Net Income (LOSS) ......ccovvrcervvcrnecnrirnnesrcrinnennssscsisssssessrresnens $(59) $169 $ 60 $(229) $(59)
Other Comprehensive Income (Loss):
Currency translation adjustments ... (37 (45) (12) 57 (37
Cumulative effect of accounting change, net of tax............. 2 — — — 2
Net loss on derivative instruments, net of ta ... (3) — — — 3)
Minimum pension liability adjustments, net of tax............... 2 = = — 2
Comprehensive Income {(LOss)............convervemeccmoncncnccmnccerne $095) $124 $48 $(172) $095)

SOLUTIA INC.

CONSOLIDATING STATEMENT OF INCOME (LOSS)
TWELVE MONTHS ENDED DECEMBER 31, 2001

68




SOLUTIA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING STATEMENT OF INCOME
TWELVE MONTHS ENDED DECEMBER 31, 2000

(Dollars in millions)

Parent Only Non- Consolidated

Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
INEE SEIES ....ovvovevecvennstre s sesssss st sensersssssssesnsssesencs $2,114 $144 $675 $(316) $2,617
Cost Of 20005 SOId .covvvummermeimnsccrersremmmicemcmsisssissecsmmesmmesnies 1999 53 548 _(331) 2,269
GrOSS PrOfit..........oooooeceecrerscece s scvnsssssnssarcssssses i ssssssssssnmssnncs 115 91 127 15 348
MarKEting EXPENSES covvcerrvermmesmnnreniscsrcemsmssmmecsmasssssssecsrsesssmssnens 130 15 (10 1) 134
Administrative eXpenses .........wmmmmmens 84 7 60 — 151
Technological €Xpenses............cvcvrreruseens 47 2 18 — 67
Amortization eXpense............wercreee _(21) _ 6 29 ) 11
Operating Income (Loss) (125) 61 30 19 (15)
Equity earnings (loss) from affiliates—net of tax............. 135 (58) ) (32) 35
INLETESE EXPEMSE.c.ccvvveverrverrrcercernrcrcrscenserenssesssessiessssssesessesssssenssan (112) ) (141) 207 (55)
Gain on sale of Polymer Modifiers business ..........c.ccouccecnens 73 - - - 73
Other INCOME—TEL..........crmeccermvrrecermmemaneeresceresssmmnne (11) 137 _ 86 221 (8)
Income (Loss) Before Income Taxes .............cooccnnvcvrverrionnnnnns 40) 131 (4 27) 30
Income taxes (benefit) ... uommmmmnmises (76) 44 2 €)] (6)
Inceme (Laoss) from Continuing Operations 36 87 (61) (26) 36
Income from Discontinued Operations, net of taX.............. 13 9 9% (195) 13
INEt IDCOMIE.......oovercesecereneeescvsssstssss s st snsssssseses 49 $184 $37 $(221) $ 4

CONSOLIDATING STATEMENT OF COMPREHENSIVE INCOME (LOSS)
TWELVE MONTHS ENDED DECEMBER 31, 2000
(Dollars in millions)

Parent Only Non- Consolidated

Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
NEt IRCOMIL......cooocenvevvvnsvonernssssesisssissssssssssssscessmsmsssssssssnssone $ 49 $184 $ 37 $(221) $49
Othier Comprehensive Income (Loss):
Currency translation adjUSHMENS ............ucreeeerrsorssesersscsserine (86) (76) (28) 104 (86)
Minimum pension liability adjustments, net of taX........... _1 e — — 1
Comprehensive Income (LOSS).........cocwcwcrmermmerimmrmmmercscrsessnns $G0 $108 $ 9 $A1D $(30)
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CONSOLIDATING BALANCE SHEET

DECEMBER 31, 2002

(Dollars in millions)
Parent Only Non- Consolidated
Solutia Inc, Guarantors Guarantors Eliminations Solutia Inc.

ASSETS

Current Assets:

Cash and cash EQUIVAIETIES ....c.ccouurmrrosrirsmcrmssrcscmsssseanasaneseissssoniee $ - § — Y $ — $ 17

Trade receivables, net............ 12 146 112 — 270

IntercOMpPany reCeivables ....... e mmrmmmmmesmermmmmemismmesessrmmsssens: 28 567 357 (952) —

Miscellaneous receivables - 69 — 28 — 97

Prepaid eXpenses ..o 14 1 2 — 17

Deferred income tax benefit. 82 - 19 7 108

INVENLOTIES covovercrcormirerscssnerenneressemenirirseses 167 23 n (20) 262

Current Assets—Discontinued Operations.... 8 10 M4 — __63%

Total CBITEnt ASSEES ..........corvrnvreeenerrcesrcernersncrersereraessensnenes 457 147 1,168 (965) 1,407

Property, Plant and Equipment:

LA0A .. oovecrrerincrcssmressessmssesosssemsessmssscsismesesssressesnsssessossasesssesesess 17 — 2 - 19

BUIlAINGS oot rninerecremmecsnnssessomincnsssessenmsisssesesimsessessssesensissesesas 266 25 84 — 375

Machinery and equipment .... 2482 7 393 - 2946

Construction in Progress ... 15 1 10 - %

Total property, plant and equipment 2,780 97 489 — 3,366

Less accumulated depreciation ... 2,082 19 _ 335 — 2436

Net Property, Plant and EqUipment .............c.cccocicrcsensoincrscncne 698 78 154 - 930

Investments in Affiliates................. 2,99 B 3 (2,821) 32

GOoodWill .......oco e - n n - 14

Identified Intangible Assets, et ............... 3 26 n - 66

Long-Term Deferred Income Tax Benefit.. 278 -_ 12 - 290

Intercompany Advances...............ccoocrns 128 2,126 1,461 (3,715) -

Other ASSEES ..........ccooovocrmreimririrncnsisinicsscsnsimsnisssssscssmmsmmssessines A 1 _a - _m

TORA ASSEES....cververvcsnrseessessessesesssesir s $4,795 $3,083 $2,965 $(7,501) $3342

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)

Current Liabilities:

ACCOURLS PAYADIC ...coooecrrsirnenssncsmcrimsmsmssisinsessmins s enssmestinees $ 191 $ 8 $ 35 — $ 234

Intercompany payables 463 152 337 (952) -

Wages and benefits....... 20 — 22 - 42

Postretirement liabilities... 92 — 1 — 93

Maiscellaneous accruals...... 179 10 125 - 314

Short-term debt ... 233 — 125 — 358

Intercompany short-term debt ... 201 23 268 (492) -

Current Liabilities—Discontinued Operations ... emmerecrsssores 33 e _ 132 = 165

Total Current Liabilities...............c.ccccoooccmrmerecrmsscssisssisemomenismemmmessrreeen 1,412 193 1,045 (1,444) 1,206

Long-Term Debt......... s 630 - 209 - 839

Intercompany Long-Term Debt.............coormiininismisssmnicnn 1,586 9% 1,539 (3.223) -

Postretirement Liabilities ...... 1,137 —_ 1 - 1,164

Other LIabilIties .........cc.erermorrecrrrccsimrmsrcsncrsmresessrmsesssssesscsmsessesss b1t - 104 o 382

Shareholders’ Equity (Deficit):

COmImON STOCK cvcvvrrcrrsererenrersirerensessisessesssimmecsrsisson 1 - — 1
Additional contributed capital ... 19 - - - 19
TPEASUTY SEOCK ..eoeeerrrcrenrrressisencassesrcsessiimsessesssesscsecsseseicsenes (251) - — (251)
Net (deficiency) excess of assets at spinoff and

SUBSIAIATY CAPILAL ..ovvcoecmcrccerrsecsirerminscscsmmmmrenssssismeseresssseisensens (113) (

Accumulated other comprehensive loss (146) (

Reinvested €aTmings ....ccuvwvvimummsrisesimmimsissmmssmssmssmssssesmssesssansises A

Total Shareholders’ Equity (Deficit) .............ccoovcrciiincccinnn. _(249)

Total Liabilities and Shareholders’ Equity (Deficif)..................cco.... $4,795
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SOLUTIA INC.
NOTES TO CONSOCLIDATED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING BALANCE SHEET
DECEMBER 31, 2001

{Dollars in millions)
Parent Only Non- Consolidated
Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.
ASSETS
Current Assets:
Cash and cash equivalents .... § 3 $ 1 § 19 § - $ 3
Trade receivables, net ............ (10) 172 102 — 264
Intercompany receivables ..... 2,899 3354 133 (6,386) —
Miscellaneous receivables ..... 76 - 4 - 100
Prepaid expenses ... 12 — 3 — 15
Deferred income tax benefit. 95 - 21 7 123
INVERtOries...cooevcvsinvccicmisisinissssssisisons 148 2 90 (18) 42
Current Assets—Discontinued Operations..... 18 7 129 — 154
TOtal CEITENE ASSELS ....ovcrvrcerrrcrrereene s ncsearsseessscseos s siacsreessmene 3,241 3,556 521 (6,397 921
Property, Plant and Equipment:
LANG covcverrrrermirererncrcsssseenesesecssssiasmsesesscsssesssessssessessassessssseeescesececsssaneses 18 — — - 18
Buildings.............. S 268 22 7 - 362
Machinery and equnpment 2453 52 341 — 2,846
Construction int Progress ... 18 19 10 — 47
Total property, plant and equipment . 2,757 93 423 - 3273
Less accumulated depreCiation ........u e rsimmsssscssmssssmissinssssns 2,010 14 289 — 2313
Net Property, Plant and Equipment ... 47 78 134 - 960
Investments in Affiliates................ 3,139 206 2% (3,058) 313
Goodwill, met ..o - 72 54 - 126
Identified Intangible Assets, net............. 3 26 35 - 64
Long-Term Deferred Income Tax Benefit... 242 - 9 - 251
Intercompany AQVARELS...........cococnsininrciniins 128 2,010 1812 (3,950) -
Long-Term Assets—Discontinued Operations.... 27 - 560 - 587
OHBET ASSELS ....ovvverrrrsssssssssorssssisssssissssssassss 161 — 25 — 186
TOIAL ASSELS . ..vorerrmsvereseirerersessecreressieneesssesseessssssenesisissosens $7,688 $5949 $3,176 $(13,405) $3,408

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
Cuzrent Lizbilities:
ACCOUNES PAYADIE ...covrrvoirvcrrrsecccsnisirmenissinsessssssccsseseenssissesssiicsseesin $ 155 $ 9 $ 3 $ @ § 195
Intercompany payables. 3m 2,994 120 (6,386) —
Wages and benefits............. 2 — 21 — 43
Postretirement liabilities.... 81 — 1 - 82
Miscellaneous accruals....... 199 11 123 - 333
Short-term debt ......c..c.ccvcerens 682 — 1 - 683
Intercompany short-term debt ........cccovcsiien, 187 31 112 (330) —
Current Liabilities—Discontinued Operations..........cuieisinn 22 — 58 — 80
Total Current Liahities............c.ococrermmmmnienrenresiseenersmmmsrissisnseremnsrmsnses 4,620 3,045 469 {6,718) 1416
Long-Term Debt.... 448 - 178 — 626
Intercompany }Long Term Debﬁ 1,494 45 2,086 {3,619) -
Postretirement Liabiities ... - 91 - 8 - 929
Long-Term Liabilities—Discontinued Operan 5 — 102 — 107
Other LIZBIHEES .........crvercrrenrennccininnccosennensossemossecssssinmernines 313 6 124 - 43
Shareholders’ Equity (Deficit):
COMMON SHOCK 1.ovessvvevrrvvrirsessirismssssssnisssirisssessisssissscssssssesssssmmisessins 1 — — 1

THEASUTY SLOCK .vevovecssevvervccrserssemessenmninscessonammmnsssssesessssesssenissssesisss (257 - - —_ (257)

Net (deficiency) excess of assets at spinoff and

SUDSIAIATY CAPIAl cc.oovevvcrcrereircsmennircsersnsesmnsesnisineesesssserisenes (113) 2853 215 (3,068) (13

Unearned ESOP Shares.......c.coveeecvireeens (1) — — — 1
Accumulated other comprehensive loss . (144) - — - (144)
Reinvested €aINiNgS ... ..cucrrververereererereenenn 01 — — — 401
Total Shareholders” Equity (Deficit) ..........c.cocc _(113) 2,853 2145 (3,068) (213)
Total Linbilities and Shareholders’ Equity (Deficit).......c.c..crnrnn. $7,688 $5,949 $3,176 $(13,405) $3,408
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SOLUTIA INC.

TWELVE MONTHS ENDED DECEMBER 31, 2002
(Dollars in miltions)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS

g%ﬁiﬂl?ﬁ;y Guarantors Gu:’rgpmiors Eliminations Cgc?li?igdﬁtgd

Cash From (Used In) Operations...............c..cecmecrnecnscinn $ (™ $123 $ 120 $ — $111
INVESTING ACTIVITIES:
Property, plant and equipment purchases ... ssseernen (36) {6) (26) - (68)
Acquisition and investment payments, net of cash

ACQUITE ..oovvvvcrreerrcenenesssessessoessssssesieesmamsesssssessss s spessssssseees (37 - - — {30
Property disposals and investment proceeds.............coummnn _118 = e e 118
Cash From (Used In) Investing Activities............c.....ovreecn. _4 _©® __(26) e 13
FINANCING ACTIVITIES:
Net change in short-term debt obligations. .......cccccccvrvrennen (450) — 123 - (327)
Net change in long-term debt 0bligations ............cecmmesucernner 181 — 1 - 182
Issuance of StOCK WAITANLS .....co..cccevrcersessmrmerrncessssssssssssmnerene 19 — - - 19
Common stock issued under employee stock plans............. 2 — — - 2
Other financing ACtiVIIES ............ouwwreeesesmmerrecrreesssmeesmesssessesen (66) — — (66)
Changes in investments and advances from (to) affiliates... 338 _(118) (220 e e
Cash From (Used In) Financing Activities ............coocoorvmrrreee A _(118) __(96) = _(190)
Decrease in Cash and Cash Equivalents ....................ccccccons 3) ) 2) - {6)
CASH AND CASH EQUIVALENTS:
Beginning of year ................ _ 3 _ 1 _ 19 — A
End of peried............cccrnrnne $ — $ — $ 17 $ — $ 17
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SOLUTIA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS
TWELVE MONTHS ENDED DECEMBER 31, 2001

(Dollars in millions)
Parent Only Non- Consolidated
Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.

Cash From (Used [n) Operations.........c.cccoovenecrmseermiernens $(130) $ 159 $ 16 $ M $ 4
INVESTING ACTIVITIES:
Property, plant and equipment purchases. ... 41) (11) (42) - (94
Acquisition and investment payments, net of cash

BCQUITE 1ovvcoverrrereremrvssvcsseessssismsnssseesseessssassosasmssssssssessesssesssssenns (33) — ) - (35)
Property disposals and investment proceeds....c.uncriinn 8 — 33 — 43
Cask Used In Investing Activities ................cooovvivvnnninsirans {66) an 9 — 86
FINANCING ACTIVITIES:
Net change in short-term debt obligations.............cnies 48 — ) - 41
Common stock issued under employee stock plans.............. 13 — - — 13
Deferred debt 1SSUANCE COSLS uuuururummmmesmucrsrereessesssesessssssssane 9 - 1 - (8)
Changes in investments and advances from (to) affiliates... 136 {147) 10 1 —
Cash From (Used In) Financing Activities ................oococn. 188 (147 4 1 46
Increase (Decrease) in Cash and Cash Equivalents .......... @) i 1 - 4
CASH AND CASH EQUIVALENTS:
Beginming 6f YEaT ..ot srcnsccnnssssssssssonins i1 — 8 - 19
B 0f PEFIOM.......ooccorerrmrcrrnssnssmssssssssssns s ssssssssssesens $ 3 $ 1 $ 19 $ — $ 23

ll
|
||
|
||
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SOLUTIA INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS

TWELVE MONTHS ENDED DECEMBER 31, 2000

(Dollars in millions)
Parent Only Non- Consolidated
Solutia Inc. Guarantors Guarantors Eliminations Solutia Inc.

Cash From (Used In) Operations...............cceccrnsnricrenn $ (90) $ 169 $172 $ $ 244
INVESTING ACTIVITIES:
Property, plant and equipment purchases ................ceeeereeeen mn (1 (33) - (221)
Acquisition and investment payments, net of cash

BCQUITEA .ovvvvvvecvrceneecreesnccsesssesssssesssesssesstesseeesesssssesassesesssenne 4 — (106) - (110)
Property disposals and investment proceeds 188 — 32 — 220
Cash From (Used In) Investing Activities...............coocrnnne _ 1 1) (107 — 1y
FINANCING ACTIVITIES:
Net change in short-term debt 0bligations ..........c.vvervverriesene (25) — 3 (22
Common stock issued under employee stock plans............. 4 — — — 4
Other financing activities .........ccoeuuumveeermmermmenscescrereummenmermecnsen (313) - 189 — (124
Changes in investments and advances from (to) affiliates... 294 (36) (265) 7 e
Cash Used In Financing Activities ...........cocvvrirnnn S (40) (36) (D) _1 (42
Increase (Decrease) in Cash and Cash Equivalents.............. (123 122 8) - )
CASH AND CASH EGQUIVALENTS:
Beginning of Year ... 1 (122) 16 = 28
End of Period........covocominnnnrirersssissssssesssesnimssssssssens $ 1 $ — $ 8 $ — $ 19

¥ % %k % %

Item 9. CHANGES IN AND DISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None.
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PART Il

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Information about directors and executive officers appearing under “Election of Directors” on pages 5 through 7 of Solutia’s definitive
Proxy Statement for its 2003 Annual Meeting of Stockholders, to be filed with the SEC, is incorporated by reference. The following
information about Solutia’s executive officers on March 6, 2003, is included pursuant to Instruction 3 of Item 401(b) of Regulation S-K:

Year First
Became an
Present Pesition Executive
Name-Age with Registrant Officer Other Business Experience since January 1, 1998
John C. Hunter III, 56 Chairman, President, Chief 1997 President, Chief Operating Officer and Director,
Executive Officer and Director 1997-1999,
Robert A. Clausen, 58 Vice Chairman, Chief Financial 1997  Senior Vice President, Chief Financial Officer and
Officer, Chief Administrative Advisory Director, 1997-2003.
Officer and Director
Luc De Temmerman, 48 Vice President and General 2003  Worldwide Commercial Director for Laminated
Manager, Performance Films Glazing Products and Services, 2001-2002; Business
and Industrial Products Director, Saflex-Europe/Africa, 2000-2001; Worldwide
Director, Saflex Technology, 1997-2600.
Jeffry N. Quinn, 44 Senior Vice President, General 2003 Executive Vice President, Chief Administrative Officer
Counsel and Secretary and General Counsel, Premcor Inc., 2000-2002. Senior
Vice President of Law and Human Resources,
Secretary and General Counsel, Arch Coal, Inc.,
1995-2000.
John F. Saucier, 49 Vice President and General 2001  Vice President, Strategic Planmng, Mergers and
Manager, Integrated Nylon Acquisitions, 1997-2001.

The above listed individuals are elected to the offices set opposite their names to hold office until their successors are duly elected and
have qualified, or until their earlier death, resignation or removal.

Item 11. EXECUTIVE COMPENSATION.,

Information appearing under “Compensation of Directors” on page 9 and under “Summary Compensation Table,” “Option Grants in
2002, “Aggregated Option Exercises in 2002 and Year-End Option Values,” “Long-Term Incentive Plan—Awards in Last Fiscal Year,”
“Pension Plans,” and “Agreements with Named Executive Officers” on pages 15 through 19 of Solutia’s 2003 Proxy Statement is
incorporated here by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

Information appearing under ‘“Ownership of Company Common Stock” on pages 10 through 12 of Solutia’s 2003 Proxy Statement is
incorporated here by reference.
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Equity Compensatior Plan Information

Number of Securities Remaining
Number of Secrities to be issued ~ Weighted-Average Exercise Price  Available for Future Issuance under
upon Exercise of Quistanding of Qutstanding Options, Equity Compensation Plans
Options, Warrants, and Rights Warrants, and Rights (Excluding Securities Reflacted in
Plan Category @) (b) Column ()}
Equity compensation plans approved by
SECUTILY ROMAETS ...occvrrovcrnsscenssnesressssssessenss 25,191,840 $15.46 2,182,968()
Equity compensation plans not approved by
security holders@...........vwmresomsisrosasssinns 158,670 $16.50 65,650
TOtAL. oo ssie st srssssess 25,350,510 $15.47 2,248 618

(1) In addition to options and stock appreciation rights, both the Solutia Inc. 2000 Stock-Based Incentive Plan and the Solutia Inc. 1997
Stock-Based Incentive Plan provide for awards of restricted and unrestricted stock. Of the shares remaining available for future
issuance under the 2000 plan, up to 162,000 shares may be used for awards of restricted stock. The 2000 plan does not limit the number
of shares that may be used for awards of unrestricted stock, but unrestricted shares may be awarded only in lieu of cash payments
under other incentive plans of Solutia and its subsidiaries. Because of forfeitures, 146,772 shares are available for issuance under the
1997 plan. These may be used for awards of restricted or unrestricted stock or for stock options.

(2) The Solutia Inc. Non-Employee Director Compensation Plan was not approved by Solutia’s stockholders. This plan authorizes the use
of up to 400,000 treasury shares of Solutia common stock for non-qualified stock options and deferred stock. Shares subject to awards
that are forfeited or terminated may not be re-issued under this plan. The participants in the plan are those directors of Solutia who are
not employed by Solutia or any subsidiary of Solutia.

Stock Options: The plan provides for an initial stock option grant on the date the director first becomes a non-employee director. In
addition, each director elected or continuing in office receives an annual stock option grant on the date of the annual meeting of
stockholders. If a director is first elected at a time other than the date of the annual meeting, the director’s annual grant for the first
year is prorated to reflect the number of months or partial months served before the next annual meeting of stockholders. The exercise
price of these options is equal to the fair market value of a share of Solutia common stock on the grant date. The stock options become
exercisable in three equal annual installments. The options have a term of ten years but terminate two years after a director’s board
service ends for any reason, if earlier.

Deferred Stock: Half of a director’s annual retainer is mandatorily credited to the director’s deferred stock account on a quarterly
basis. The number of shares credited each quarter is determined by dividing the dollar amount of 1/8 of the retainer by the value of a
share of Solutia common stock on the first trading day in the plan quarter. Each director may elect to receive the other half of the
annual retainer in cash or to defer all or a part into the deferred stock account, an interest-bearing cash account, or both.

(3) Asdescribed in note (2) above, the Solutia Inc. Non-Employee Director Compensation Plan authorizes deferred stock units as well as
stock options. Any of the shares remaining available for future issuance under this plan may be used for either deferred stock units or
for stock options.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

None.

Item 14. CONTROLS AND PROCEDURES.

Within 90 days prior to the date of this report, we carried out an evaluation, under the supervision and with the participation of our
management, including our chief executive officer and chief financial officer, of the effectiveness of the design and operation of our
disclosure controls and procedures. Based on that evaluation, our chief executive officer and chief financial officer concluded that our
disclosure controls and procedures are effective in timely alerting them to material information that is required to be included in our filings
under the Securities Exchange Act of 1934,

There have not been any significant changes in our internal controls or in other factors that could significantly affect these controls,
including any corrective actions with regard to significant deficiencies or material weaknesses, since the date of our evaluation.
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PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE AND REPORTS ON FORM 8-K.

{a) Documents filed as part of this report:

1. Financial Statements—See the Index to Consolidated Financial Statements and Financial Statement Schedule at page 34 of this

report.

2. The following supplemental schedule for the years ended December 31, 2002, 2001 and 2000
II—Valuation and Qualifying Accounts

All other supplemental schedules are omitted because of the absence of the conditions under which they are required.

3. Exhibits—See the Exhibit Index beginning at page 81 of this report. For a listing of all management contracts and compensatory
plans or arrangements required to be filed as exhibits to this report, see the exhibits listed under Exhibit Nos. 10{a), 10(b), 10(d)
through 10(n) on pages 82 and 83 of the Exhibit Index. The following exhibits listed in the Exhibit Index are filed with this

report:

3(b)
10(k)
10(r)

10(t)

12
21
23
24(a)

24(b)

By-Laws of Solutia Inc., as amended February 26, 2003
Solutia Inc. Deferred Compensation Plan, as amended in 2002

Amendment No. 2, dated as of December 24, 2002, to Second Amended and Restated Credit Agreement dated as of
July 25, 2002, between Solutia Inc., as Borrower, the initial lenders named therein, Bank of America, N.A., as
Syndication Agent and Citibank, N.A., as Administrative Agent

Amendment to Protocol Agreement, dated as of March 3, 2003, by and among Pharmacia Corporation, Solutia Inc. and
Monsanto Company

Computation of the Ratio of Earnings to Fixed Charges
Subsidiaries of the Registrant
Independent Auditors’ Consent

Powers of Attorney submitted by John C. Hunter III, Robert A. Clausen, James M. Sullivan, Paul Donovan, Paul H.
Hatfield, Robert H. Jenkins, Philip R. Lochner, Jr., Frank A. Metz, Jr.,J. Patrick Mulcahy, Sally G. Narodick, William D.
Ruckelshaus and John B. Slaughter

Certified copy of board resolution authorizing Form 10-K filing using powers of attorney

(b} Reports on Form 8-K during the quarter ended December 31, 2002:

Solutia filed a Form 8-K on November 18, 2002, to incorporate certain audited financial statements into its filings under the
Securities Act of 1933.

Solutia filed a Form 8-K on December 3, 2002, to announce the agreement to sell its resins, additives and adhesives businesses to
UCB S.A.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

SOLUTIA INC.

By: fs/ 1. M. SuLLivan

James M. Sullivan
Vice President and Controller
{Principal Accounting Officer)

Date: March 6, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

Signature Titie Date
* Chairman, President, Chief Executive Officer March 6, 2003
John C. Hunter III and Director (Principal Executive Officer)
/s ROBERT A. CLAUSEN Vice Chairman, Chief Financial Officer, March 6, 2003
Robert A. Clausen Chi-ef Admjpistra_tive Officer and Director
(Principal Financial Officer)
/s/ J. M. SULLIVAN Vice President and Controller March 6, 2003
James M. Sullivan (Principal Accounting Officer)
* Director March 6, 2003
Paul Donovan
* Director March 6, 2003
Paul H. Hatfield
* Director March 6, 2003
Robert H. Jenkins
* Director March 6, 2003
Philip R. Lochner, Jr.
* Director March 6, 2003
Frank A. Metz, Jr.
* Director March 6, 2003
J. Patrick Mulcahy
* Director March 6, 2003
Sally G. Narodick
* Director March 6, 2003
William D. Ruckelshaus
* Director March 6, 2003

John B. Slaughter

*Jeffry N. Quinn, by signing his name hereto, does sign this document on behalf of the above noted individuals, pursuant to powers of
attorney duly executed by such individuals which have been filed as an Exhibit to this Form 10-K.

fs/  JEFFrY N. QUINN
Jeffry N. Quinn, Attorney-in-Fact
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1, John C. Hunter 11, certify that:
1. T have reviewed this annual report on Form 10-X of Solutia Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect
to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing date of this
annual report (the “Evaluation Date”); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation
as of the Evaluation Date;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s auditors and the
audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a} all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to record,
process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in internal controls;
and

b} any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
controls; and

6. The registrant’s other certifying officer and I have indicated in this annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 6, 2003

s/ JonN C. HUNTER III

John C. Hunter III
Chairman, President and Chief Executive Officer
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I, Robert A. Clausen, certify that:

1. T have reviewed this annual report on Form 10-K of Solutia Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect
to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing date of this
annual report (the “Evaluation Date”); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation
as of the Evaluation Date;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s auditors and the
audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a} all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to record,
process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in internal controls;
and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
controls; and

6. The registrant’s other certifying officer and 1 have indicated in this annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 6, 2003

/s/ ROBERT A. CLAUSEN

Robert A. Clausen
Vice Chairman, Chief Financial Officer and
Chief Administrative Officer
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EXHIBIT INDEX

These exhibits are numbered in accordance with the Exhibit Table of ltem 601 of Regulation S-K.

Exhibit No.

Description

2(a)

4(i)

Distribution Agreement (incorporated by reference to Exhibit 2 of Solutia’s Registration Statement on Form S-1 (333-36355)
filed September 25, 1997)

Amendment to Distribution Agreement, dated as of July 1, 2002, by and among Pharmacia Corporation, Solutia Inc., and
Monsanto Company (incorporated by reference to Exhibit 2 of Solutia’s Form 10-Q for the quarter ended June 30, 2002)

Joint Venture Agreement between Solutia Inc. and FMC Corporation* (incorporated by reference to Exhibit 2(i) of Solutia’s
Form: 8-K filed on April 27, 2000)

First Amendment to Joint Venture Agreement between Solutia Inc. and FMC Corporation (incorporated by reference to
Exhibit 2(ii) of Solutia’s Form 8-K filed on April 27, 2000)

Second Amendment to Joint Venture Agreement between Solutia Inc. and FMC Corporation (incorporated by reference to
Exhibit 2(iii) of Solutia’s Form 8-K filed on April 27, 2000) :

Third Amendment to Joint Venture Agreement between Solutia Inc. and FMC Corporation (incorporated by reference to
Exhibit 2(iv) of Solutia’s Form 8-K filed on April 27, 2000)

Stock and Asset Purchase Agreement by and between UCB S.A. and Solutia Inc., dated as of December 2, 2002
(incorporated by reference to Exhibit 2 of Solutia’s Form 8-K filed on February 18, 2003)

Restated Certificate of Incorporation of Solutia (incorporated by reference to Exhibit 3(a) of Solutia’s Registration
Statement on Form S-1 (333-36355) filed September 25, 1997)

By-Laws of Solutia Inc., as amended February 26, 2003

Rights Agreement (incorporated by reference to Exhibit 4 of Solutia’s Registration Statement on Form 10 filed on August 7,
1997)

Amendment to the Rights Agreement (incorporated by reference to Exhibit 4.4, of Solutia’s Registration Statement on
Form §-3 (333-75812) filed December 21, 2001)

Indenture dated as of October 1, 1997, between Solutia Inc. and The Chase Manhattan Bank, as Trustee (incorporated by
reference to Exhibit 4.1 of Solutia’s Form 10-Q for the quarter ended September 30, 1997)

7.375% Debentures due 2027 in the principal amount of $260,000,000 (incorporated by reference to Exhibit 4.3 of Solutia’s
Form 10-Q for the quarter ended September 30, 1997)

7.375% Debentures due 2027 in the principal amount of $100,000,000 (incorporated by reference to Exhibit 4.4 of Solutia’s
Form 10-Q for the quarter ended September 30, 1997)

6.72% Debentures due 2037 in the principal amount of $150,000,000 (incorporated by reference to Exhibit 4.5 of Solutia’s
Form 10-Q for the quarter ended September 30, 1997)

Registrant agrees to furnish to the Securities and Exchange Commission upon request copies of instruments defining the
rights of holders of certain unregistered long-term debt of the registrant and its consolidated subsidiaries.

Warrant Agreement between Solutia Inc. and HSBC Bank USA as Warrant Agent, dated as of July 9, 2002 (incorporated by
reference to Exhibit 4 of Solutia’s Form 10-Q for the quarter ended June 30, 2002)

Indenture dated as of July 9, 2002, between SOI Funding Corp. and HSBC Bank USA, as Trustee (incorporated by reference
to Exhibit 4.2 of Solutia’s Form $-4 (333-99699) filed September 17, 2002)

*Confidential treatment has been granted for a portion of this exhibit.
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Exhibit Ne.

EXHIBIT INDEX (Continued)

Description

40)

10(b)

10(c)

10(d)

10(e)

10(f)

10(g)

10(h)

106)

First Supplemental Indenture, dated as if July 25, 2002, among Solutia Inc., SOI Funding Corp., the Subsidiary Guarantors
and HSBC Bank USA, as Trustee (incorporated by reference to Exhibit 4.3 of Solutia’s Form S-4 (333-99699) filed

- September 17, 2002)

Second Supplemental Indenture, dated as of October 24, 2002, among Solutia Inc., the subsidiary guarantors named therein
and HSBC Bank USA (incorporated by reference to Exhibit 4 of Solutia’s Form 10-Q for the quarter ended September 30,
2002)

Restated Intercreditor and Collateral Agency Agreement, dated as of July 25, 2002, between Solutia Inc., the subsidiary
guarantors named therein, and Citibank, N.A. (incorporated by reference to Exhibit 4.8 of Solutia’s Form S-4 (333-99699)
filed September 17, 2002)

Restated Security and Guarantee Agreement, dated as of July 25, 2002, between Solutia Inc., the subsidiary guarantors
named therein, and Citibank, N.A. {incorporated by reference to Exhibit 4.9 of Solutia’s Form S-4 (333-99699) filed
September 17, 2002)

Intercreditor and Collateral Trust Agreement, dated as of July 25, 2002, between Solutia Inc., the subsidiary guarantors
named therein, and Citibank, N.A. (incorporated by reference to Exhibit 4.10 of Solutia’s Form S-4 (333-99699) filed
September 17, 2002)

Sharing Security Agreement, dated as of July 25, 2002, between Solutia Inc., the subsidiary guarantors named therein, and
HSBC Bank USA (incorporated by reference to Exhibit 4.11 of Solutia’s Form S-4 (333-99699) filed September 17, 2002)

Junior Intercreditor Agreement, dated as of July 25, 2002, between Solutia Inc., the subsidiary guarantors named therein, and
Citibank, N.A. (incorporated by reference to Exhibit 4.12 of Solutia’s Form S-4 (333-99699) filed September 17, 2002)

Junior Security Agreement, dated as of July 25, 2002, between Solutia Inc., the subsidiary guarantors named therein, and
Citibank, N.A. (incorporated by reference to Exhibit 4.13 of Solutia’s Form S-4 (333-99699) filed September 17, 2002)

Omitted—Inapplicable

Financial Planning and Tax Preparation Services Program for the Executive Leadership Team (incorporated by reference to
Exhibit 10(a) of Solutia’s Form 10-K for the year ended December 31, 1997)

Employee Benefits Allocation Agreement (incorporated by reference to Exhibit 10(a) of Solutia’s Registration Statement on
Form 8-1 (333-36355) filed September 25, 1997)

Tax Sharing and Indemnification Agreement (incorporated by reference to Exhibit 10(b) of Solutia’s Registration Statement
on Form S-1 (333-36355) filed September 25, 1997)

Solutia Inc. Management Incentive Replacement Plan as amended in 1999 (incorporated by reference to Exhibit 10(2) of
Solutia’s Form 10-Q for the quarter ended June 30, 1999)

Solutia Inc. 1997 Stock-Based Incentive Plan as amended in 1999 and 2000 (incorporated by reference to Exhibit 10(1) of
Solutia’s Form 10-Q for the quarter ended June 30, 2000)

Solutia Inc. Non-Employee Director Compensation Plan, as amended in 1999, 2000, and 2001 (incorporated by reference to
Exhibit 10 of Sclutia’s Form 10-Q for the quarter ended June 30, 2001)

Form of Employment Agreement with certain Named Executive Officers (incorporated by reference to Exhibit 10(1) of
Solutia’s Form 10-Q for the quarter ended March 31, 1998)

Form of Employment Agreement with other executive officers (incorporated by reference to Exhibit 10(2) of Solutia’s
Form 10-Q for the quarter ended March 31, 1998)

Solutia Inc. Annual Incentive Plan (incorporated by reference to Appendix B of the Solutia Inc. Notice of Annual Meeting
and Proxy Statement dated March 9, 2000)
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Exhibit No.

EXHIBIT INDEX (Continued)

Description

104)

10(k)
100)

10(m)

10(n)

10(0)

10(p)

10(q)

10(r)

10(s)

10()

11
12
16
18
21
2
23
24(a)

24(b)

Solutia Inc. Long-Term Incentive Plan (incorporated by reference to Appendix C of the Solutia Inc. Notice of Annual
Meeting and Proxy Statement dated March 9, 2000)

Solutia Inc. Deferred Compensation Plan, as amended in 2002

Solutia Inc. 2000 Stock-Based Incentive Plan (incorporated by reference to Appendix A of the Solutia Inc. Notice of Annual
Meeting and Proxy Statement dated March 9, 2000)

Solutia Inc. 2002-2006 Long-Term Incentive Plan (incorporated by reference to Appendix A of the Solutia Inc. Notice of
Annual Meeting and Proxy Statement dated March 14, 2002)

Letter Agreement between Solutia Inc. and Russell J. Belle dated January 14, 2002 (incorporated by reference to Exhibit 10
of Solutia’s Form 10-Q for the quarter ended March 31, 2002)

Protocol Agreement, dated as of July 1, 2002, by and among Pharmacia Corporation, Solutia Inc., and Monsanto Company
(incorporated by reference to Exhibit 10(b) of Solutia’s Form 10-Q for the quarter ended June 30, 2002)

Second Amended and Restated Credit Agreement, dated as of July 25, 2002, between Solutia Inc., as Borrower, the initial
lenders named therein, Bank of America, N.A., as Syndication Agent and Citibank, N.A. as Administrative Agent
{incorporated by reference to Exhibit 10(c} of Solutia’s Form 10-Q for the quarter ended June 30, 2002)

Amendment No. 1, dated as of September 26, 2002, to Second Amended and Restated Credit Agreement dated as of July 25,
2002, between Solutia Inc., as Borrower, the initial lenders named thereir, Bank of America, N.A. as Syndication Agent and
Citibank, N.A., as Administrative Agent (incorporated by reference to Exhibit 10 of Solutia’s Form 10-Q for the quarter
ended September 30, 2002)

Amendment No. 2, dated as of December 24, 2002, to Second Amended and Restated Credit Agreement dated as of July 25,
2002, between Solutia Inc., as Borrower, the initial lenders named therein, Bank of America, N.A., as Syndication Agent and
Citibank, N.A., as Administrative Agent

Protocol Agreement, dated as of November 135, 2002, by and among Pharmacia Corporation, Solutia Inc. and Monsanto
Company (incorporated by reference to Exhibit 10.1 of Solutia’s Form 8-K filed November 18, 2002)

Amendment to Protocol Agreement, dated as of March 3, 2003, by and among Pharmacia Corporation, Solutia Inc. and
Monsanto Company

Omitted—Inapplicable; see “Statement of Consolidated Income (Loss)”” on page 36
Computation of the Ratio of Earnings to Fixed Charges (see page 84)
Omitted—Inapplicable

Omitted—Inapplicable

Subsidiaries of the Registrant (see page 85)

Omitted—Inapplicable

Independent Auditors’ Consent (see page 86)

Powers of Attorney submitted by John C. Hunter III, Robert A. Clausen, James M. Sullivan, Paul Donovan, Paul H. Hatfield,
Robert H. Jenkins, Philip R. Lochner, Jr., Frank A. Metz, Jr., J. Patrick Mulcahy, Sally G. Narodick, William D. Ruckelshaus
and John B. Slaughter

Certified copy of Board resolution authorizing Form 10-K filing utilizing powers of attorney

Only Exhibit Nos. 12, 21 and 23 have been included in the printed copy of this report.
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EXHIBIT 12
SOLUTIA INC.

COMPUTATION OF THE RATIO OF EARNINGS TO FIXED CHARGES
(Dollars in Millions)

LI T i B

Income (loss) from continuing operations, before income taxes and equity

earnings (10ss) from AffiHALES ™) .......ooovvirriscrercicsirsseenmns s $352 $262 $(5 S $(32)
Add:

FIXEA ChATEES.....vvvveericrns i ssrs s snssssssssssars 58 62 85 83 98

Amortization of capitalized LISt ....cc..oouvorrvimrrcrrvecrrimrcemssismrismssssesssessmesmecmnon 7 7 7 7 7

Dividends from affiliated COMPANIES..........ccvecmmmmminniinnicsnnisisissscerecnnecniens 37 60 45 30 25

Less:
Interest capitalized

=
B
E
5
=

Income a5 AdJUSIEd.... .o ccrueericerennrcerinere s scesiesenees

Fixed charges:

Interest expensed and capitalized.......... e essecnee 49 53 73 72 85
Estimate of interest within rental expense 9 _ 9 _12 11 _13
FIXEA ChATEES. ..o coricrvrcrs s sssess s sasssssssssonns § 58 § 62 $ 85 § 8 $98

Ratio of Earnings to Fixed Charges® ... 172 6.10 1.35 0.08 0.9

(1) Includes restructuring and other items of $17 million for the year ended December 31, 2002, $86 million for the vear ended December 31, 2001, $107 million for the year ended
December 31, 2000, and $61 million for the year ended December 31, 1999,

Earnings for the years ended December 31, 2002, and 2001, would have to be $1 million and $76 million higher, respectively, in order to achieve a one-to-one ratio.

@)




SUBSIDIARIES OF THE REGISTRANT

EXHIBIT 21

The following is a list of Solutia’s subsidiaries as of December 31, 2002, except for unnamed subsidiaries that, considered in the

aggregate as a single subsidiary, would not constitute a significant subsidiary.

CarboGen Laboratories (AQrau) AG ... asssosssmeisessssss
CPEUMS LIC. covvovvecrrveessecereremrcsmicsminmsscssecsssinmsessasesmmiessseesmisssesesessssssessesssmmassasssesssmmasssas esssmssssese
Erste Viking Resins Germany 1 GImBH ......c...cionccnrecrnrvonmisemmemmemmmmesssesemesnminmssssssssssssssssesses
MONCHEIME, INC. 1ivriivie e b bbb st b b st es e Rsenren
Monchem International, INC. ... s s
Solutia AUSEHa GIMBH.........ovrvcerirismnmimissinisimcssresssssesmmessssssssmesssssssssesssessessssssses
Solutia Deutschland Holding GIMbH .........ooverrecrionmmrermnmmeeseccnsmmmessssssesmmmsssssssssssmssssssesesssens
Solutia BUIOpe S.A/N.V ..o oo ssesmsessessissesssassassssssssesssssenn
Solutia Germany GmbH & Co. KG.....oovvvviinicnimisio s
Solutia INVESIMENLS, LLC ..oovuvorciisinimn s csisssnsssessnsiossissssess s smssssessstssssasssssssssssssssessssses
Soluiia Italy SR.L. i s
Solutia Netherlands HoldINgs B.V. ...
Solutia Services International SCA/COmIM, VA ...
SOIULIA SYSIEMNS, INC. tovvvcurvcermimesnmssssmisisissseesmeemmasssssssssssecssicsssesssisnsmssmssssesisessistsomssssssssssssssssssssssess
Solutia U.K. Holdings LIMItE..........c...urneermecnmsssesssecrssssssssssessecsmamsmmanesessscssssssssssssmmmssmssssssssssrssiss
Solutia UK. Investments LIMUIEd ... menmsersmmmssssesesssesisss

Solutia UK. LIMIEEd. ... .iinrsiiiiissinenssisiansmiesssismssisssssssssssisesssssssssssssssssssssssmssssisssss

Erste Viking Resins Germany 1 GmbH, Solutia Austria GmbH, Solutia Germany GmbH & Co. KG, Viking Resins Germany Holding

Percentage of
Voting Power
Owned by

Solutia

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

GmbH & Co. KG, and Solutia Italy S.R.L. were included in the sale of Solutia’s resins, additives and adhesives businesses to UCB S.A. on

January 31, 2003.
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EXHIBIT 23

INDEPENDENT AUDITORS’ CONSENT
We consent to the incorporation by reference in Registration Statements Nos. 333-34561, 333-34587, 333-34589, 333-34591, 333-34593,
333-34683, 333-35689, 333-47911, 333-51081, 333-74463, 333-74465, 333-32112, and 333-39972 of Solutia Inc. on Form S-8 and Registration
Statements Nos. 333-75812, 333-89818 and 333-99705 of Solutia Inc. on Form $-3 of our report dated February 28, 2003 (which expresses an
unqualified opinion and includes an explanatory paragraph referring to changes in accounting principles), appearing in this Annual Report
on Form 10-K of Solutia Inc. for the year ended December 31, 2002.
/s DELOITTE & TOUCHE LLP

DELOITTE & TOUCHE LLP

Saint Louis, Missouri
March 5, 2003
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SCHEDULE I

SOLUTIA INC.

VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 2002, 2061 AND 2000

{Dollars in Millions)
COLUMN A COLUMN B COLUMN C COLUMN D COLUMNE
Additions
{1 @
Balance at Charged to Charged Balance at
beginning costs and to other end
Description of year expenses accounts Deductions of period
Year Ended December 31, 2002
Valuation accounts for doubtful receivables ... $20 $— $(1) -~ $3 $16
RESITUCLUTING TESETVES 1ovvvvvrvevorrrreesennrssesserersesmmensassersssssssssnessssssssssnnnes 6 — — 2 4
Year Ended December 31, 2601
Valuation accounts for doubtful receivables .............ccemcevvvivnn, $10 $11 $— $1 $20
RESITUCIUTING TESEIVES covvvvervvereerervenseessismsesmncsensessmeconeeesonssnssones 56 9 — 59 6
Year Ended December 31, 2000
Valuation accounts for doubtful receivables........coooooremeeriveerrverniens $3 $11 $— $4 $10
RESIIUCLUTING TESEIVES cvvvvcervvevrrerreermaermsessanmssssssessasserssarmessessessssssssnsnns 20 61 — 25 56
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Robert A. Clausen

58, Vice Chairman, Chief Financial Officer
and Chief Administrative Officer, Solutia.
He also serves as a trustee of Maryville
University in St. Louis, and as chairman
of the St. Louis University Institute of
International Business advisory board.

Paut Donovan'

55, Executive Vice President and Chief
Financial Officer of Wisconsin Energy
Corporation. He also serves as a director
of AMCORE Financial, Inc. and Woodward
Governor Company.

Paui H. Hatfield?

67, Principal, Hatfield Capital Group. He
also serves as a director of Bunge Limited,
Penford Corporation and Maritz, Inc.

John C. Hunter (i}

56, Chairman, President, and Chief
Executive Officer, Solutia. He also serves
as a director of Hercules Incorporated,
Penford Corporation, and Missouri Baptist
Medical Center.

Enterp |

Susan E. Bevington
Vice President, Human Resources

*Robert A. Clausen
Vice Chairman, Chief Financial Officer
and Chief Administrative Officer

' Dr. Luc De Temmerman
Vice President and General Manager,
Performance Films and Industrial Products

Johnnie [, Foster
Vice President, Corporate Services
and Chief Information Officer

G. Bruce Greer, Jr.
Vice President, Corporate Development
and Digital Strategy

Robert H. Jenkins*®

60, retired Chairman of the Board and Chief
Executive Officer, Sundstrand Corporation.
He also serves as a director of AK Steel
Holdings Corporation, CLARCOR iInc., Sentry
insurance, and Visteon Corporation.

Philip R. Lochner, Jr.*

60, retired Senior Vice President and Chief
Administrative Officer, Time Warner Inc. He
also serves as a director of the American
Stock Exchange, Apria Healthcare Group
[nc., GTECH Holdings Corporation, and
CLARCOR Inc.

Frank A. Metz, Jr."?

69, retired Senior Vice President, Finance
and Planning and Chief Financial Officer,
International Business Machines
Corporation. He also serves as a director
of Allegheny Energy, Inc.

J. Patrick RMulcahy’
59, Chief Executive Officer and Directaor,
Energizer Holdings, Inc.

Bradiey W. Hild
Vice President, Marketing and Business
Management, Integrated Nylon

*Johin C. Huater I
Chairman, President and
Chief Executive Officer

* Jeffry N. Quinn
Senior Vice President, General Counsel
and Secretary

Edward R. Robinson
Vice President and General Manager,
Pharmaceutical Services

Sally G. Narodick®

57, educational technology and e-learning
consultant. She also serves as a director of
Penford Corporation, Puget Sound Energy,
Inc., and Click2learn, Inc.

William D. Ruckeishaus®

70, Strategic Director, Madrona Venture
Group, and Principal, Madrona Investment
Group, L.L.C. He alsc serves as a director
of Cummins Engine Co., Inc., Nordstrom,
fnc., Pharmacia Corporation and
Weyerhaeuser Company.

John B, Slaughter**

68, President and Chief Executive Officer,
The National Action Council for Minorities in
Engineering (NACME), Inc. He also serves as
a director of International Business Machines
Corporation and Northrop Grumman Corp.

Secretary

Jeffry M. Quinn

44, Senior Vice President,

General Counsel and Secretary, Solutia.

'Audit and Finance Committee
?Executive Compensation and Development Committee
*Governance Committee

Information as of March 6, 2003

Glenn S. Ruskin
Vice President, Public Affairs

* John F. Saucier
Vice President and General Manager,
Integrated Nylon

James M. Sullivan
Vice President and Controller

€. Kevin Wiison
Vice President and Treasurer

* Executive Dfficers as defined by the
U.S. Securities and Exchange Commission

Information as of March 6, 2003
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